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THE COLLAPSE OF EXECUTIVE LIFE INSUR- 
ANCE CO. AND ITS IMPACT ON POLICY- 
HOLDERS 


THURSDAY, OCTOBER 10, 2002 

House of Representatives, 
Committee on Government Reform, 

Washington, DC. 

The committee met, pursuant to notice, at 11 a.m., in room 2154, 
Rayburn House Office Building, Hon. Dan Burton (chairman of the 
committee) presiding. 

Present: Representatives Burton, Ose, Waxman, Maloney, Nor- 
ton, Tierney, and Watson. 

Also present: Representative Lewis of California. 

Staff present: Kevin Binger, staff director; Daniel R. Moll, deputy 
staff director; James C. Wilson, chief counsel; David A. Kass, dep- 
uty chief counsel; Marc Chretien, senior counsel; Jennifer Hall, 
counsel; Blain Rethmeier, communications director; Allyson 
Blandford, assistant to the chief counsel; Robert A. Briggs, chief 
clerk; Robin Butler, office manager; Joshua E. Gillespie, deputy 
chief clerk; Nicholis Mutton, deputy communications director; Dan 
Skopec, energy policy, natural resources and regulatory affairs staff 
director; Phil Schiliro, minority staff director; Phil Barnett, minor- 
ity chief counsel; Christopher Lu, minority deputy chief counsel; 
Ellen Rayner, minority chief clerk; and Jean Gosa and Earley 
Green, minority assistant clerks. 

Mr. Burton. Good morning. A quorum being present, the Com- 
mittee on Government Reform will come to order. 

I ask unanimous consent that all Members’ and witnesses’ writ- 
ten and opening statements be included in the record. Without ob- 
jection, so ordered. 

I ask unanimous consent that all written questions submitted to 
witnesses and answers provided by witnesses after the conclusion 
of this hearing be included in the record. Without objection, so or- 
dered. 

I ask unanimous consent that all articles, exhibits, and extra- 
neous or tabular material referred to be included in the record. 
Without objection, so ordered. 

I ask unanimous consent that Congressman Lewis and Berman, 
who are not members of the committee, be permitted to participate 
in today’s hearing. Jerry Lewis, is he not going to come over, too? 
I also would like to include Congressman Jerry Lewis of California, 
who I believe will be showing up, who will be able to participate 
as well. Without objection, so ordered. 

(l) 
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I want to welcome all of you and once again apologize for our tar- 
diness in getting started, but that is the way things work around 
here. There are two things you don’t want to ever watch being 
made: laws or sausage. That was a joke, folks. [Laughter.] 

We are here today to examine the circumstances surrounding the 
purchase of Executive Life Insurance Co., the alleged fraud per- 
petrated by Credit Lyonnais, and the impact on policyholders. 

Before we get started, I would like to thank my colleagues from 
California and the California delegation; the ranking minority 
member, Mr. Waxman; Mr. Ose, and Mr. Jerry Lewis for bringing 
this issue to my attention. Mr. Ose was the most vocal about that, 
and I appreciate that very much. 

Over the past year the news has been filled with stories of cor- 
porate greed, stories of corporations going under and hanging 
shareholders and employees out to dry. These stories have out- 
raged the American public, and they have had a very adverse im- 
pact on the stock market. 

Today we will hear another story of corporate greed. However, 
this story is a lot different. This corporation went under over a dec- 
ade ago, but the fraud only became public knowledge in 1998, and 
the stakeholders are still trying to pick up the pieces. Today’s hear- 
ing is going to focus on how this happened and what should be 
done to prevent this from ever happening again. 

Before 1991, Executive Life was one of the country’s largest in- 
surers, with more than 300,000 policyholders and $10.5 billion in 
assets. Executive Life had most of its investments in high-risk, 
high-yield junk bonds. With the collapse of the junk bond market 
in the early 1990’s, Executive Life became insolvent. 

Afraid of a run on the company by policyholders, the Insurance 
Commissioner seized Executive Life and put it up for auction. In 
late 1991, the Insurance Commissioner accepted a bid for Executive 
Life that would separate the insurance business from its portfolio 
of junk bonds. This separation left the insurance business without 
a strong asset base, forcing benefits to be severely reduced. 

The Executive Life debacle resulted in losses to its policyholders. 
State insurance guarantee funds made up part of the losses, but 
coverage was capped. Of the 300,000 policyholders impacted by the 
sale, approximately 5,000 reside in my home State of Indiana. The 
taxpayers of Indiana have spent $26.8 million to cover the losses 
by the policyholders. There is also an estimated $10.3 million to be 
spent in Indiana in the future. 

California has approximately 180,000 policyholders. In California 
the State guarantees annuities up to $100,000 and life insurance 
up to $300,000. Annuitants and recipients of structured settle- 
ments in excess of State guarantees suffered great economic losses, 
and these are the people who can least afford it. 

Of the 300,000 policies in effect at the time Executive Life was 
sold, 5,600 were structured settlement annuities held by severely 
disabled victims of accidents. For most of these victims the monthly 
annuity payments are a primary source of their income. These an- 
nuities provide medical care and other necessities for their disabled 
recipients. 

After the sale of Executive Life, these payments were severely re- 
duced. The life many victims were guaranteed by their structured 
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settlement was suddenly jeopardized. This loss has only com- 
pounded the hardship they have already endured from the acci- 
dents that they suffered. 

We will hear today from Dru Ann Jacobson. Mrs. Jacobson is tes- 
tifying on behalf of her mother, Ann Dixon, an Executive Life pol- 
icyholder. Unfortunately, Ann Dixon was too sick to come here be- 
fore us today. 

Ann Dixon’s story is similar to many recipients of an Executive 
Life structured settlement annuity. Ann Dixon was in a terrible ac- 
cident. She received a settlement to take care of her medical needs 
and provide for her future. Ann Dixon did exactly what she was 
supposed to do. She followed the advice of her attorneys. She put 
that money into a highly rated safe annuity, which most of us prob- 
ably would have done. 

When Ann Dixon bought that annuity, she was receiving $3,000 
a month. After Credit Lyonnais bought Executive Life, Ann Dixon’s 
monthly income was reduced to $1,800 a month, cut almost in half. 
That is a 40 percent decrease in her income, and there aren’t many 
people who could survive a 40 percent decrease in income and live 
a decent life. 

We will also hear today from another structured settlement re- 
cipient, Bob Bozeman. Mr. Bozeman worked for the Illinois Rail- 
road. Like Ann Dixon, he was in an accident and received a settle- 
ment. Mr. Bozeman told his lawyers he wanted to put his settle- 
ment in a low-risk annuity. He wanted to make sure he had that 
money for his future. Mr. Bozeman bought the highly rated Execu- 
tive Life annuity. 

When he bought the annuity, he was receiving $2,000 a month. 
After Credit Lyonnais bought the Executive Life Co., he received 
$1,400 per month, which is a 30 percent decrease in income. 

We have learned that these people did not need to suffer like 
this. We have learned that an affiliate of Executive Life, Executive 
Life of New York, went through similar problems. However, the 
policyholders of Executive Life of New York were made whole. 

So how can there be such a dramatic difference in outcome for 
these two companies? Mr. James P. Corcoran, the former New York 
Insurance Commissioner, is here to explain how he accomplished 
this. 

There is much more to this story. We will hear from Steve Green, 
the Deputy Insurance Commissioner, and Harry LeVine, Special 
Counsel to the Commissioner, about the California State Insurance 
Commissioner’s pending lawsuit against Credit Lyonnais and oth- 
ers. 

We will learn that, unbeknownst to the California Insurance 
Commissioner and in violation of Federal and California law, Cred- 
it Lyonnais, a French government-owned bank, was the ultimate 
purchaser of Executive Life. Through a series of front companies 
and secret agreements, Credit Lyonnais was able to secretly own 
the insurance company. This fraud came to light only after an 
anonymous whistleblower brought it to the attention of the Insur- 
ance Commissioner in 1998. 

This is the part that gets me. This fraud netted profits for Credit 
Lyonnais of approximately $2.9 billion, almost $3 billion. This 
fraud may be the largest ever committed in American history. That 
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is definitely something to keep in mind when we hear about Ann 
Dixon and Robert Bozeman, who can barely make ends meet. 

Luckily for Ann Dixon and Bob Bozeman, the law is on their 
side. The law requires that the perpetrator of a fraud must give up 
all illegally gotten gains. We are here to shed some light on this 
today. 

Again, I want to thank the California delegation, in particular, 
Mr. Ose, and I see Mr. Lewis is now with us, and we appreciate 
your being here, Jerry, to shed light on this. 

With that, I see Mr. Waxman is not here. 

Incidentally, I have another meeting I have to go to, and Mr. Ose 
has consented to chair this hearing when I have to leave, but I will 
be back. 

Ms. Maloney, do you have an opening statement. 

Mrs. Maloney. Yes. Thank you, Mr. Chairman. I look forward 
to the testimony today from today’s witnesses. 

I am angered to learn of the great hardships that have been 
caused by the fraudulent actions of Credit Lyonnais, a French 
bank. More than 5,000 people, many of whom are disabled, victims 
of accidents or medical malpractice, who were the beneficiaries of 
settlements managed by Executive Life Insurance Co., all of these 
people were robbed of their settlement payments. 

I know that two of our witnesses can speak personally of this 
tragedy and the impact this corruption has had on their lives. I 
thank you very much for coming and really putting a human face 
on the tragedy. 

As you have heard from the chairman, the issues surrounding 
the collapse of Executive Life Insurance Co., and its sale to Credit 
Lyonnais have been scrutinized for many years by the State of 
California and now civil courts. Much of the testimony today will 
focus on this history, but, as we are not the California State legis- 
lature, the major concern of mine is the role of the Federal Govern- 
ment in this case. 

In 1999, a career assistant U.S. attorney in Los Angeles con- 
ducted an investigation of the role of the French bank in the sale. 
This same career prosecutor requested that the Justice Department 
approve indictments against the bank and key officials involved in 
the fraudulent transactions. This request was made 2 years ago 
and still awaits action. 

In the current era of business scandals, after Enron, WorldCom, 
Arthur Andersen, Global Crossing, Tyco, I would hope that the Jus- 
tice Department would not drag its feet on a major corporate crimi- 
nal case. Two years is too long to delay. These corporate scandals 
have done serious, lasting damage to the reputations of American 
business and especially the financial services industry, and have 
destroyed and hurt many lives. Healing in our business community 
and our financial markets will come, in part, when the American 
people believe that the government will take timely action against 
bad actors. 

As a member of the Financial Services Committee and a Rep- 
resentative from the financial capital of the world, New York City, 
I am especially concerned about the precedent that this case sets. 
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I would ask permission from the Chair to place in the record an 
article from The Los Angeles Times, “Little People Floundering 
from Executive Life Losses” that spells out this. 

Mr. Ose [assuming Chair]. Without objection. 

[The information referred to follows:] 
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UPS ATXQCIC5 Clines 

'The lawyers elected toputitinto this "Triple A Executive Life, ” They said, a This is 
the safest thing we can put it in It’s rated high, excellent, A-No. 1 /' ’ 

Dn Ann Jacobsen, whose mother’s injury settlement was converted into an Executive Life annuity 



BEATRICE Jc CEA / l*S AOJUCS TirrCJ 

Dm Ann Jacobsen takes care of her 74-year-old mother, Ann Dixon, a policyholder who had to sell her house after her annuity payments were reduced. 

‘Little People Floundering’ 
From Executive Life Losses 


While the legal 
process drags 
on, many 
policyholders 
must contend 
with sharply 
reduced annuity 
payments. 


By LISA G1R10N 

TIMES STAff WRJTUI 

More than 10 years after the failure 
of California's Executive Life Insurance 
Co., many of its policyholders, some of 
them elderly and disabled, are strug- 
gling to get by on monthly annuity pay- 
ments that are 30% to 50% less than 
what they had been promised by the 
once highly rated insurer. 

The 1991 insolvency, then the na- 
tion’s largest insurance failure, served 
as a catalyst for stricter controls on in- 
surance company investments. But the 
regulations came too late for Executive 
Life’s thousands of policyholders, some 
of whom lost homes or were forced out 
of retirement because of the loss of in- 
come when policy values were slashed. 

Policyholders blame those losses on 
the terms of the 1992 sale of Executive 
Life’s “junk” bond portfolio to a French 
investor group for $3.25 billion. They 
contend that the portfolio was worth 


much more because the junk, or high- 
yield, bond market was rapidly re- 
covering. 

The deal "left all the little people 
floundering," said Dru Ann Jacobsen, 
whose 74-year-old mother lost her 
home after her annuity payments were 
cut to $1,800 a month from the $3,000 
she had been guaranteed for life. 

Authorities say the investor group 
was a front for French bank Credit 
Lyonnais, which circumvented state 
and federal laws to buy the bands. In 
what has been called “the deal of the 
century,’ authorities say the bank and 
its partners made a profit of at least 
$2 billion after the value of the junk 
bond portfolio rose. 

The Executive Life deal triggered a 
wave of litigation, with no quick end in 
sight. Discovery began months ago in a 
suit by the state insurance commis- 
sioner. but no trial date has been set. 

In a hearing last week on the merits 
of a state attorney general’s suit seek- 


ing $6 billion in damages, U.S. District 
Judge A. Howard Mata gave the im- 
pression he was inclined to agree with 
arguments that the insurance commis- 
sioner has exclusive standing to re- 
present policyholders in such actions. 

Also last week, a U.S. 9th Circuit 
Court of Appeals panel cited the insur- 
ance commissioner’s standing and ruled 
out one of two suits policyholders had 
filed in the case. 

The 9th Circuit has yet to rule on a 
second policyholders' suit that names 
the French investors and former Insur- 
ance Commissioner John Garamendi, 
who seized Executive Life and oversaw 
the sale of its assets. In that suit, policy- 
holders argue that the California insur- 
ance commissioner's office cannot be 
trusted to represent their interests be- 
cause of Garamendi's alleged bungling 
of the Executive Life sale. 

Meanwhile, the successor to Execu- 
tive Life could face criminal prosecu- 
Please see ANNUITIES, C4 
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etc uclured-seUlcn 


Thousands Lost Money 
Needed for Medical Car< 


ter! ^rtTe, Tishas hsfmorflba 

$1 mlllionm annuity payment, nc 

The Watsons hope the U.S. 91 
Circuit Court of Appeals reinstate 
the second policyholders' suit 
viewing it as their best trance t 


and early 1990s. 

Garamendi shares that view. He 
said he struck -the best deal he 
could in the sate Of the company's 
assets. Half of Executive Life's 
(uni bonds were in default, and the 
bond sale proceeds infused the sue- 
rotor insurance company with 
badly needed cash, said Caramen- 


.KuanpieTme-. their families' future." 

., , , , , .. Katie Watson's disabilities ster 

e left her unable to keep her home of more than 30 years. &|}ln lapses m her hospftaJ ^ 
when, at 21 months old, aba wa 
its are a primary source of beach." she said. "But it was i admitted with a mild case of pneu 
:. said Maureen Marr, an ad- beautiful house with a beautiful monia. 

for the group. view." "What happened at th '« 

Dixon, Jacobsen's Mother, For a whit, Dixon managed was a tragedy of errorc-t^ani 
of them. She followed her But after her annuity payments medicine, oxygen ordered m no 
's advice and converted a were cut by $1,200 a month, the given, blood gases not monilrred. . 
illion settlement for injuries bills mounted. Dixon refinanced whole series of things. ' Vince Wat 
i car collision into the an- her heme several limes, rolling her son said. 

hat was supposed to py her debt uito the mortgage. Then it be- The ordeal left Katie Watson sc 
a month. She did not believe came difficult for hei to make the verely brain damaged, uoable t< 
as making a risky invest- mortgage payments. walk or feed herself and in need 0 

"Wt just kept refinancing and full-time, round-the-clock care. 

■ lawyers elected to put it retmajicmg and hoping we could The Watsons sued the hospita 
his Triple A Executive pull it off," Jacobsen said. "Sot fi- and ured thei settlement for th. 
Jacobsen said. "They said, nally it got too much. It was lakmg down payment on a home they hat 
s the safest thug we tan put the whole [annuity] payment. She built with special lifts, wheelchai 
. . It's rated high, excellent, didn’t have anything left for any- ramps and otker'ajnenities for thei: 


trash. To say the market had re- 
covered is cne thing— even though 
it had not recovered at the liqie: 
But to say these bonds would fol- 
low Ihe matkel is fallacious." 

Garainendi said he pursued the 
sale to what he believed was a 
group of French investors to mine 
raise the risk of additional losses. 
The Insurance Department, he 
said, did net have the expertise or 
the cash accessary to hold the 


Executive Life Timeline 


April 1991 : Days after parent ance and finance corapaniei, al- 
First Executive Corp, posts a leging they hid mformaticn m 
$466-million loss. California In- acquisition of Executive Life to 
surance Commissioner Jilin Ga- skirt state and federal laws, 
ramendi seizes Pirn Executive, January' *001: Sources say 
which files for bankruptcy. federal investigator could lead 
May 1991: Garamendi puts to suspension of Credit Lyon- 
Executive Life up for rale and nais’LF.S. banking license, 
reports receipt of $3-bilion bid April 1001: Federal investt- 
from-Krench investment group, gators in Ins Angeles urge Jus- 

Novcubtr 1991: Garamendi lice Department to iidict Oedit 
announces coodllional selection Lyotnafs on fraud charges, 
of French group’s revised $3.55- June 2091: California Arty, 
billion bid, including (3.25 bit- Gen. Bill Lockyer sues Credit 
lion to acquire the company's Lyonnais and partners for allsg- 
jinkbonds. edly con spring to defraud 

September 1993: Deal closes policyholders, 
after legal battles April 20C2-. U.S. 9th Circuit 

February 1 999: California In- Court ol Appeals refuses to aJ- 
surance Comuussiooer Chuck low one of two policyholder l»w- 
Quackenbush sues bank Credit ' mils to proceed. 

Lyonnais and a group of insur- Source; Traes research 


•c slashed to $1,803. ' bedroom mobile home near lacob- tender to fully cover the rest, o 

sen and her family. her care for hfe and was inverter 

jury Settlement Was Jacobsen has helped care for her in an Executive life annuily. Th< 
mnrpInKWnHnnee mother since the accident, lifting monthly payments were u> in 
lance 10 txeep House hK ^ of ^ wheelchair crease 5* each year to keep U| 
ihe said ihe loss compounded countless limes, a loving but back- with Inflation, 
hardships!* had endured since breaking task. U the annuity were Instead, the payments, whicl 
1979 accident in which her van paid A full, Jacobsen said, the were 513,000 a month, were cut t< 
I struck head-00 by a drank family would buy a van with a $5,000 Fearing they could uoi 

— “■ J -—- v -**• -hair lift and hire an aide to help make the mortgage paymon’s anr 

are for Dixon. pay fer their daughter's care, lh« 

"New that she's getting older, Watsons, both of whom work, im 

......... .no needs more help, and w» can't mediately pul the home on the 

i were badly injured, do it." Jacobsen said. "I don", think market. 

— -v.. thej , expected her to live this But in a depressed market, they 

long " found no buyers for the oniqur 

In addition to stracturecfsctUe- home. The bank foreclosed, and 
raenl policyholders such as Dixon, the Watsons, who have six other 
the Executive Life debacle re- children, moved out. 

* suited in losses to ho, tiers of life in- Katie Watson's monthly pay- 

: helc by die said "At least it's there. ! just can't surah* policies and guaranteed in- merits, with Ihe 5% increases. >«tv< 

■ - — 1 — - ®- *- — - ' - — ' — • — • — •* — •- grown to $19,000 today, still fai 

r short of what had been promised. 

t up in the Although state insurance guar- ‘If anything happened to Susit 
and her fi- anty funds made up part of the and V there's still not enougl 
s. losses coverage in California was money coming in on a mo- ba 

i injury law- capped ai $110,000 per annuity and sis to gel Katie in a full- 111- 
ith the hope $300,100 per He insurance policy, ity," Vince Watson sairh-. — -ere 
in the Ma- said Gary Fontana, a San Fran- stiil kind of holding our breatt 
bad lived in cisco lawyer who was hired by the about whether ... if anything hap 
insurance comnussioner's office to pened, Katie would be taken care 
ion on the handle >ls siDL. of.* 


holdets believe. 

•Had they not sold to the 
French, had they backed off and 
aut it out to bid again, the policy 
boilers wnitd have gotten 100%, 
bn their dollars,* said Tom Schaef- 
tc, a San Diego lawyer who re- 
presents policyholders. *ln a re- 

»vercd bend market, there would . — - 

ae no reason to restructure the front for Credit Lyonnais, which and conspiracy. Justice Depart- driver. She was drivng hon 
policies downward." was then ccntrotled b7 the French mem officials have met with law- dauglitw Dan an. then 19, 

government. yersfor the French tank, who con- tnp to buy tap shoes for 

Allegations Point That brought the scrutiny of tend that Oedit Lyonnais should — l - J1 j .- — , 

itCteditLvonnais state and federal prosecutors. Cab- not face prosecution (or its efforts 

' u s form law prohibits foreign gov- to rescue an insurance company Dixon's hips and pelvis were shat- 

PoBcyhcklers were so sure the emments from owning insurance that made questionable invest- tered, and her right leg was so 
sale was a bad deal that a group of companies, and federal law at the merits. badly crushtd it had to be ampu- 

thtm went to court at th: time to time banned banks from being in Of 333.000 policies In effect at tated at the hip. Doctors wanted to 
tty to stop it. Then, six years after the insurance business. the time Executive Life was sold, take her left teg as well. 

•h< sale, a whistle-blowei's disete- The U.S. attorney's office in Los 5.609 were structured settlement 1 )ust eoddn’t face that," Dixon 
rule reopened the controversy. Angeles investigated and reconv- annoties that still ire h.f. I, J.. „l.‘. ! 1 J'. J ! “. 

The whisUe-bltwer alleged that mended last April that CTedA abled vreturs ot acadenls aid mal- pul any weight on it. So I'm in a 
he French investor group was a Lyonnais be charged with fraud practice and forwhom the monthly wheelchair." 

of the accident. 
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Mrs. Maloney. But according to these press accounts, the 
French government has been aggressively lobbying the Justice De- 
partment and the State Department to stall action, and I repeat 
these are allegations, but they were printed in the press, even 
going as far as to have President Chirac raise this issue with Presi- 
dent Bush and to hire a former first Bush administration Deputy 
Attorney General to lobby administration political appointees. 

Now this I find troubling. One of the things that we have done 
in government is to put sunshine on what is happening, so as to 
really let people know who is wooing who or who is trying to influ- 
ence someone. I know that in the FCC and the SEC and other or- 
ganizations there is a sign-in sheet when you go in to see the head 
of the Department. Yet, the Justice Department does not have such 
a sign-in sheet. 

I would appeal to the Members on the other side of the aisle to 
join in a bipartisan effort to have uniformity of sunshine in the de- 
partments in the government, particularly Justice, which is so im- 
portant and has such an important impact on people’s lives. So I 
intend to draft that legislation, and I hope the chairman will join 
me and the members of the committee. 

I sincerely hope that this political pressure is not the cause of 
the delay. If a foreign government can successfully delay or stop 
criminal proceedings by playing politics, it sets an extremely dan- 
gerous precedent for U.S. citizens with assets held by other multi- 
national corporations. It sends a message to my constituents with 
accounts in financial institutions that do business in the United 
States that are owned by the French, German, or Swiss holding 
companies that they should fear that the executives of these com- 
panies may be above the law. These are serious issues with poten- 
tially major economic consequences. 

I look forward to the hearing, and I thank very much the wit- 
nesses for coming. I know it is very difficult always to testify about 
your personal life and your personal situation, but I think that 
your testimony is critical for us to understand exactly the impact 
of this and how it happened. So I thank you for coming. 

I yield back the balance of my time. 

[The prepared statement of Hon. Carolyn B. Maloney follows:] 
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STATEMENT OF CONGRESSWOMAN CAROLYN B. MALONEY 


Committee on Government Reform 
Full Committee Hearing 

“The Collapse of Executive Life Insurance Company and Its Impact on Policyholders” 

October 10, 2002 


Mr. Chairman and Ranking Member, I look forward to the testimony of today’s witnesses 
and I regret that not all of the invited witnesses could join us today. 

1 am angered to learn of the great hardships that have been caused by the fraudulent 
actions of Credit Lyonnais, a French bank. More than 5,000 people, many our whom are 
disabled victims of accidents or medical malpractice, who were the beneficiaries of settlements 
managed Executive Life Insurance Company were robbed of their settlement payments. I know 
that two of our witnesses can speak personally of this tragedy and the impact this corruption has 
had on their lives. 

As you have heard from the Ranking Member and Chairman, the issues surrounding the 
collapse of Executive Life Insurance Company and its sale to Credit Lyonnais have been 
scrutinized for many years by the state of California and now civil courts. Much of the testimony 
today will focus on this history, but as we are not the California state legislature, the major 
concern of mine is the role of the federal government in this case. 

In 1999, a career Assistant U.S. Attorney in Los Angeles conducted an investigation of 
the role of the French bank in the sale. This same career prosecutor requested that the Justice 
Department approve indictments against the bank and key officials involved in the fraudulent 
transactions. This request was made two years ago and still awaits action. 

In the current era of business scandals, after Enron, WorldCom, Arthur Anderson, and 
Global Crossing, I would hope that the Justice Department would not drag its feet on a major 
corporate criminal case. Two years is too long to delay. These corporate scandals have done 
serious, lasting damage to the reputations of American business and especially the financial 
services industry. 


Healing in our business community and our financial markets will come when the 
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American people believe that the government will take timely action against bad actors. 

As a member of the Financial Services Committee and a representative from the financial 
capital of the world - New York City, I am especially concerned about the precedent this case 
sets. According to press accounts, the French government has been aggressively lobbying the 
Justice Department and the State Department to stall action; even going as far as to have 
President Chirac raise this issue with President Bush and to hire a former first Bush 
Administration Deputy Attorney General to lobby Administration political appointees. 

I hope this political pressure is not the cause for the delay. If a foreign government can 
successfully delay or stop criminal proceedings by playing politics, it sets a dangerous precedent 
for U.S. citizens with assets held by other multinational corporations. It sends a message to my 
constituents -- with accounts in financial institutions that do business in the U.S. but are owned 
by French, German or Swiss holding companies — that they should fear that the executives of 
these companies maybe above the law. These are serious issues with potentially major economic 
consequences and I look forward to the hearing. 
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Mr. Ose. The committee welcomes the dean of the California Re- 
publican delegation, Mr. Lewis, for the purpose of a statement. 

Mr. Lewis of California. Thank you very much, Mr. Ose and 
Mr. Burton, for allowing me to come and sit in a committee meet- 
ing on which I do not serve as a member of the committee. 

I would like to also welcome Ms. Jacobson and thank her for 
coming and providing testimony for this very serious challenge. 

Mr. Chairman, I do have a formal statement I would like to sub- 
mit for the record. 

Mr. Ose. Without objection. 

Mr. Lewis of California. As I express my appreciation for your 
allowing me to come, let me say, by way of background, the reason 
for my coming involves the fact that I spent very much of my early 
life in a field that was not connected with government. For 30 
years I was an active life underwriter. Indeed, I feel very strongly 
about this industry that is being so negatively impacted by compa- 
nies that would operate in the fashion that Credit Lyonnais has 
demonstrated a willingness to practice. 

I have come today in no small part because many years ago, 
while I was active in the life insurance business, I became ac- 
quainted with people who were very successfully practicing my 
business. Most of those people spent their lives attempting to help 
people build security in their own lives. The sale of life insurance 
and annuities and pensions provides a foundation for our personal 
security for families across the country like no place else in the 
world. Indeed, whole life insurance contracts and pension contracts 
are the original IRAs of our country that led to our using our tax 
laws to broaden the base of people’s willingness to participate in 
their own independence. 

During that time, those early years, there were a few of my di- 
rect associates who did not reflect that same philosophy. It was a 
couple of those very people who created Executive Life in the first 
place. I watched with great interest as their business went forward. 

I was always astonished in my field to find those who were will- 
ing to go out and talk with citizens who had purchased life insur- 
ance contracts in their efforts to build their own independence, and 
in approaching those individuals they would take their existing 
contracts and strip out the cash value or the money, thus, making 
essentially that contract almost worthless, and use the money to 
encourage them to purchase other contracts. “Stripping the poli- 
cies” it was called. To say the least, many of us were astonished 
at the impact that had on many a life. 

The first testimony I ever made before a committee of any kind, 
Mr. Chairman, was when I went to the State legislature in Califor- 
nia to testify about our concern regarding those kinds of practition- 
ers in an industry that is so important to our economy. 

It does not surprise me at all that Executive Life was eventually 
sold to a company in Europe that obviously had very similar levels 
of value or no value in mind in terms of the reason for their pur- 
chase. To have those people who had put their faith in Executive 
Life then in the hands of people who were willing to strip out the 
values of their life, the disability contracts that Mrs. Jacobson will 
talk about, for example, that literally have destroyed many a fami- 
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ly’s ability to provide for their own independence is totally unac- 
ceptable. 

I did not come today just because I used to be in the life insur- 
ance business. Californians have communicated to many of our 
Members about their concerns relative to the impact of the actions 
of Credit Lyonnais on the lives of their families. There is little 
doubt that they went about exercising themselves regarding these 
contracts in order to literally cream off profit for their own pur- 
poses, and in the process not just destroy lives, but lay the founda- 
tion to destroy this very industry here at home. 

It is very, very appropriate, Mr. Chairman, both of my chairmen 
here, that you hold these hearings. I would hope you would help 
us followup to find a way legislatively to impact such transactions 
that lead to this kind of disaster. It is an unacceptable form of 
practice. It casts a shadow on one of the finest industries that ex- 
ists in the world, that is, our life and pension industry in this coun- 
try. Indeed, whatever we can do by way of changing the law or oth- 
erwise to see that such organizations cannot operate within the do- 
main of the United States I certainly am not only delighted, but 
anxious to participate in and support. 

So thank you very much for having me today, and I will leave 
you to your fine work as I go back and work on our defense bill 
on the floor. Thank you. 

[The prepared statement of Hon. Jerry Lewis follows:] 
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OPENING STATEMENT OF 
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on 

"The Collapse of Executive Life Insurance Company 
and its Impact on Policyholders" 

October 10, 2002 


Good morning. I want to thank Chairman Burton and the Committee for 
allowing me to make an opening statement regarding Credit Lyonnais’ 
illegal purchase of the Executive Life Insurance Company, and the 
devastating impact that sale has had on hundreds of thousands of 
policyholders. 

I also want to thank the Committee for holding a hearing on such an 
important issue. I know that Chairman Burton has worked with Ranking 
Member Waxman in setting up this hearing, and that Congressman Ose, 
Congressman Berman, and other Members of the California delegation have 
also been deeply involved in investigating Credit Lyonnais. I thank all of 
you for your leadership - and for your efforts to keep this a bipartisan issue, 
as it should be. 

What this bipartisanship shows is that inquiries into the Justice Department’s 
investigation of the alleged misconduct of the French bank, Credit Lyonnais, 
is not a Republican issue or a Democratic issue but it is an issue of basic 
fairness and about justice being denied for the victims of these financial 
crimes. 

The history of Credit Lyonnais’ dealings with Executive Life Insurance 
Company has been fraught with corruption and tragedy. In 1991, the State 
of California was forced to auction the assets of Executive Life. Credit 
Lyonnais - through the use of an illegal front company - took over the 
insurance company’s bond portfolio - notwithstanding existing federal law 
barring a bank from owning interests in an insurance company and 
California state law prohibiting a foreign government from holding an 
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interest in a California insurance company. Credit Lyonnais subsequently 
earned upwards of $3 billion by stripping the insurance company of its 
assets while effectively leaving the 330,000 policyholders holding the bag. 

Credit Lyonnais’ alleged role in this whole debacle came to light only after a 
French whistleblower went public six years after the acquisition. This 
whistleblower informed the public, the press, federal and state regulators and 
elected officials that Credit Lyonnais was the real cause of all the subsequent 
hardship felt by the policyholders. 

I am particularly aware of this case because many of the policyholders are 
from my home state of California. Today, 1 0 years after the failure of 
Executive Life, policyholders are receiving annuity payments 30% to 50% 
less than what they were suppose to be getting. The policyholders have been 
left to scramble to make ends meet. What is most troubling is that many of 
these policyholders constitute some of society’s most vulnerable citizens - 
those who are elderly, physically challenged, or seriously ill, including many 
children. 

Of the 330,000 policyholders, 5,600 were structured settlement annuities - 
policies held by disabled victims of accidents. For these policyholders, the 
monthly annuity payments were - and still are — their primary source of 
income. 

The Los Angeles Times earlier this year did a story on just how much Credit 
Lyonnais’ plundering of Executive Life has impacted - what the paper 
called - “the little people.” 

The article talked about people like 74-year-old Ann Dixon who invested the 
settlement she received, after losing her leg from an accident involving a 
drunk driver, into Executive Life. She had been assured that Executive Life 
was one of the safest places to purchase an annuity. Ann Dixon has since 
lost her home after her monthly annuity payments dropped from the $3,000 
she had been promised for life to $1,800 - after Credit Lyonnais went in and 
used up all the of the company’s worthy assets. Ann Dixon is now living in 
a trailer and hoping to find enough money to purchase a van with a 
wheelchair lift so she can get around more easily. 

This article also focused on the case of Katie Watson, the daughter of Vince 
and Sue Watson. When Katie was 21 months old she was admitted to a 
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hospital with a mild case of pneumonia, and — because of a whole series of 
things that took place at the hospital - she was left severely brain damaged. 
Katie cannot take care of herself- she can’t walk, she can’t eat and she is in 
need of full-time, twenty-four hour medical help. 

Katie’s settlement with the hospital was invested in an Executive Life 
annuity. The annuity was designed to give her payments each month that 
would provide her and her family with the financial resources to pay for her 
care. The pay structure was designed to increase 5% each year to keep up 
with inflation. Because of the alleged misconduct of Credit Lyonnais, 

Katie’s annuity payments were initially cut by $8,000 a month. As a result, 
the Watsons were forced to sell their custom-built home and they now 
cannot provide Katie all the medical attention her doctors say she needs. 

The Watsons have been economically devastated on top of the emotional 
pain and suffering they are already experiencing because of Credit Lyonnais. 

I am a former insurance agent. I know that most insurance agents are good 
people, who want to do the right thing and are committed to helping families 
deal with tough challenges. Credit Lyonnais apparently had none of these 
concerns. Where most people would have seen Ann Dixon’s pain, Credit 
Lyonnais saw profits; where most people would have been motivated to help 
Katie Watson, Credit Lyonnais was motivated by greed. 

As I understand it from press reports and various accounts, prosecutors in 
the Los Angeles U.S. Attorneys Office have been seeking to indict Credit 
Lyonnais for its actions for two years now. A federal court in Los Angeles 
that is handling the California Insurance Commissioner’s civil case against 
the French multinational has made a ruling that a prima facie case of 
criminal fraud exists. That same court has even taken the unusual step of 
prohibiting the French bank from being able to assert the “attorney-client 
privilege” often invoked to protect documents from disclosure. 

I applaud Attorney General Ashcroft and the Bush Administration for its 
vigorous crackdown on corporate fraud and malfeasance. The 
administration has pursued Enron, Tyco, WorldCom and Global Crossing. 
However, Credit Lyonnais stands as a stark example of corporate 
malfeasance, corporate fraud and corporate irresponsibility long before these 
other companies’ problems were on the national radar screen. 
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I urge the Attorney General to follow the advice and recommendations of his 
line prosecutors and pursue indictments against Credit Lyonnais as the 
Department has against Enron, Tyco, WorldCom and Global Crossing. 

Ann Dixon deserves justice. Katie Watson deserves justice. The 330,000 
other policyholders deserve justice. But, unfortunately, we are instead 
seeing too clearly how that old adage remains <true: “justice delayed is 
justice denied.” 

Thank you. 
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Mr. Ose. Thank you, Mr. Chairman. It is a pleasure to have you 
here. 

We have another Member on this side who will join us shortly. 
I am going to proceed with my statement. 

First, I want to thank Chairman Burton for holding this hearing. 
It is interesting, since I got here, I have been involved in a number 
of things, and you have never flinched from standing up for what 
is right. I would like to thank you on this day for your leadership. 
I know your stewardship here is ending, but I do want to com- 
pliment you on your leadership. 

Mr. Burton. I was just asking Mr. Lewis because I may be leav- 
ing, and maybe you can fill me in, it seems to me that there ought 
to be some law against a company like Executive Life or the Insur- 
ance Department out there selling this company to a front company 
without the knowledge of the policyholder. I doubt if the Insurance 
Commissioner knew about that. I have no idea. 

But it seems that Credit Lyonnais would be subject to some kind 
of legal action beyond just liability for knowingly misleading the 
California public and all those policyholders by thinking that some 
other company is buying that company rather than them. 

Mr. Ose. I think, Mr. Chairman, you will see in the course of the 
hearing that both the State of California and the Federal Reserve 
Board both had prohibitions on foreign companies acquiring domes- 
tic insurance companies. So that law was in place then. It has since 
been pulled back a little bit, but I think you will see in the course 
of the testimony today that that is the case. 

Mr. Burton. OK, thank you. 

Mr. Ose. I am going to recognize my good friend from California, 
Mr. Waxman, for the purpose of an opening statement. 

[The prepared statement of Hon. Doug Ose follows:] 
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Statement of Congressman Doug Ose 

The House Government Reform Committee 

“The Collapse of Executive Life Insurance Company and 
Its Impact on Policyholders” 

October 1 0, 2002 

Mr. Chairman, I would first like to thank you for holding 
this hearing. You have never flinched from standing up for 
what is right, and I would like to thank you for your 
leadership. As your stewardship at the head of this 
committee comes to an end, I appreciate that you found the 
time to help one more group of Americans. 

As we will hear today, more than 300,000 Americans - 
from Indiana to California - were hurt when the Executive 
Life Insurance Company collapsed. Some are still seeking 
justice. Lost retirement funds, lost settlements from injury 
judgments, and other losses of investments left many 
Americans floundering following the fall of Executive Life. 
This injury was compounded when it was found that the 
efforts to help the victims of this collapse were instead left 
holding the bag while others illegally stole their assets and 
fled the country. 

More than a decade later, some of these victims have 
learned to live with their loss. Others feel the pain from 
this loss every day. Two representatives of those who were 
left to fend for themselves are here with us today. 


i 
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I appreciate their willingness to share with us their 
knowledge and to help us in asking the question, “When 
will they have their day in court?” 

How did this happen? How did thousands of Americans 
who thought their retirements and disability settlements 
were safe in the hands of a government regulated insurance 
industry end up with cut benefits and no options? 

In the 1980’s the Executive Life Insurance Company was a 
thriving business promising better returns and better 
benefits at a lower cost. They thought they would be able 
to achieve this promise because they had invested heavily 
in a new growth bond market. This market came to be 
known as the “junk bond market,” and many of those who 
had relied upon it were falling by the wayside during the 
early 1990’s. 

When its parent company filed for bankruptcy in 1991, the 
California Insurance Commissioner stepped in, took control 
of Executive Life of California, and placed it into 
receivership. 

While the Commissioner’s mission was to protect the 
policyholders and rehabilitate the company, California 
instead made the decision to grab what it could in the short- 
term by selling off the bond portfolio, separate from the 
rest of the package. 
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This decision left the company so weakened as to require 
drastic cuts in benefits, and led Forbes Magazine to write 
an article in 1994 entitled “Smart Buyer, Dumb Seller,” 
which accused the state insurance commissioner of having 
“slept through his finance classes” at Harvard Business 
School. 

But there is much more to this case. 

The California Insurance Commissioner asked for bids to 
rehabilitate Executive Life - and for people to take care of 
its policyholders. He received a number of bids. Every bid 
initially included taking the company’s entire portfolio. 

One company asked to be allowed to “cherry pick” the best 
bonds in exchange for a cash payment. This company was 
advised by Mr. Leon Black, a former protege and advisor to 
Michael Milken. If anyone knew which bonds to pick, and 
which were true junk, it was him. 

The Commissioner agreed to this deal despite its unusual 
characteristics. Why he chose this option over the bids of 
every other company that wanted the whole package is 
unclear. When everyone else recommends one action, but 
you choose another, you should expect tough questions. 

Even if this decision had proven to be the best, there are 
still more elements that this committee needs to review. 
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Unbeknownst to almost anyone at the time, the company 
that bought these bonds from the Insurance 
Commissioner’s office was a front company controlled 
under a series of agreements by a French Bank: Credit 
Lyonnais. Credit Lyonnais was owned and controlled by 
the French Government at the time of the transaction. It 
was illegal under both state and federal law for Credit 
Lyonnais to purchase a U.S. insurance company. Only 
through documents provided by a former employee did 
anyone leam of this alleged fraud. 

There is more. 

The bonds that Credit Lyonnais acquired through these 
machinations performed well, as many market experts had 
expected, and netted Credit Lyonnais a profit of nearly $2 
billion . 

Now we read press accounts and hear stories that the 
French are trying to avoid responsibility for their alleged 
fraudulent actions. There are also accounts that France 
may have offered to give back $500 million if they can 
keep the other $1.5 to $2 billion. Sounds like a good deal 
for them, not for us. 

Especially when the law says that when a fraud occurs, all 
gains must be returned as the initial illegal action makes 
any future benefit inherently illegal. In fact, the aggrieved 
party is eligible to receive three times the loss in 
compensation and the state is currently seeking $6 billion 
in damages under this law. 
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Does the involvement of the French government as owners 
of Credit Lyonnais complicate the matter? Anyone who 
commits fraud must be held accountable - whether it is the 
French government or a U.S. Senator or your local banker. 
If the French were responsible for deceiving the American 
people and leaving the policyholders in the “lurch,” then 
they need to own up to the fact and take responsibility for 
their actions. They should not work to delay the process 
and avoid reaching a fair settlement with the victims of 
their actions. 

French billionaires pocketed roughly $2 billion at the 
expense of American policyholders and are now dining on 
wine and brie, cruising the French Riviera in their fancy 
yachts and living in big mansions, while the American 
victims of this case are selling their homes and finding it 
hard to pay the bills and support their families on the 
crumbs thrown to them after the fall of Executive life. 

Mr. Chairman, I am pleased to say that California has not 
sat back and ignored these allegations. The current 
Insurance Commissioner and his staff have been advocates 
for the more than 180,000 policyholders in California, and 
the more than 330,000 across the country who were the 
victims of the collapse of Executive Life. 

In addition, the U.S. Attorney’s office in California has 
been involved in the investigation - and by many accounts 
wants to bring this case to trial. 
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Earlier this year, my colleague from California Jerry Lewis 
and I sent letters to the U.S. Attorney General, California’s 
U.S. Attorney Deborah Yang and to key leaders in 
Congress urging them to act on this case now. It has long 
been said that, “Justice delayed is justice denied.” You 
have responded, Mr. Chairman, and I thank you. 

But I am deeply disappointed to see that the Department of 
Justice has refused our invitation to be here today. It has 
been nearly two years since the U.S. Attorney’s office in 
California is said to have asked for permission to bring this 
case to court and demand justice for the victims. Those 
who suffered - and are still suffering today - deserve to 
hear what their government is doing. Why is the 
Department of Justice ignoring their pleas? When will the 
people who suffered through Executive Life’s collapse get 
their day in court? 

Similarly, some of those representing the actual parties in 
the case have refused to tell us their side of the story. It is 
regrettable that they declined our invitations and the 
opportunity to explain why they did what they did, and why 
so many others were left holding the bag by their actions. 

Mr. Chairman, I would again like to thank you for calling 
this hearing and for asking the tough questions. Someone 
needs to. 
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Mr. Waxman. Thank you very much. 

The collapse of Executive Life Insurance Co., in 1991 is an im- 
portant issue that deserves careful consideration by this committee, 
but I am confused by the last-minute timing of this hearing and 
the absence of key witnesses. It is unclear what this hearing will 
actually accomplish. 

The collapse of Executive Life affected over 300,000 policy- 
holders, many of whom lived in California. The hardest-hit policy- 
holders were those people who relied on annuity payments for their 
living expenses. When Executive Life collapsed, these policyholders, 
many of whom were disabled, lost significant amounts of money. 

For this reason, I wrote to Chairman Burton 6 months ago ask- 
ing him to monitor this issue. According to press accounts, the Los 
Angeles Office of the U.S. Attorney’s Office recommended in April 
2001 that Credit Lyonnais be indicted. However, there were dis- 
turbing reports from The New York Times that the Justice Depart- 
ment might be negotiating a lenient settlement with the bank that 
would provide little restitution to policyholders. Concerns were also 
being raised about efforts by the French government to lobby Presi- 
dent Bush and Secretary of State Powell, and the French bank had 
retained a close ally of President Bush to lobby the Justice Depart- 
ment. My letter requested that the committee look into these 
issues. 

In addition, Representative Nancy Pelosi and Representative 
Howard Berman wrote to Attorney General Ashcroft to express 
their concerns about how the Justice Department was handling 
this matter. Republican Members, including Mr. Ose and Rep- 
resentative Jerry Lewis, had made similar requests. How the Jus- 
tice Department is proceeding in this matter and whether the DOJ 
is being improperly influenced by political considerations are im- 
portant issues falling squarely within the committee’s jurisdiction. 
These issues need to be and can be examined in a bipartisan man- 
ner. 

Unfortunately, I doubt whether that will happen today. Or at 
least I am worried about it. The key witnesses who can help us un- 
derstand why the Justice Department is not taking action are not 
here. Plus, there is no indication that future hearings are planned 
into the Justice Department’s failure to act. 

Instead, the timing and focus of this hearing creates the impres- 
sion that it is being held primarily to help a fellow named Gary 
Mendoza, who is the Republican candidate running against John 
Garamendi for Insurance Commissioner in California. Mr. Mendoza 
is trying to make an issue out of the fact that Mr. Garamendi pre- 
sided over the sale of Executive Life in 1991. That election is only 
26 days from today. 

Now here are some interesting facts: According to several eye- 
witnesses, Mr. Mendoza told a group of insurance executives 2 
weeks ago, well before this hearing was ever publicly announced, 
that a congressional committee would be investigating Mr. 
Garamendi’s role in Executive Life. The Dow Jones Newswire is re- 
porting today that the Republican staff is distributing to the media 
an old 1994 article critical of Mr. Garamendi. 

There is little basis for insinuations about Mr. Garamendi’s con- 
duct. In the late 1980’s the junk bond market was crashing. This 
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drove Executive Life into insolvency. As Insurance Commissioner, 
Mr. Garamendi directed that the junk bond portfolio held by Exec- 
utive Life be sold as a means of protecting policyholders from fur- 
ther losses. 

With 20/20 hindsight, it is easy to question this decision, since 
the junk bond market rose in the 1990’s. But as millions of Ameri- 
cans at this moment are experiencing, there is nothing improper 
about being wrong on the direction of financial markets. How many 
people are wondering whether they should sell all their stocks and 
worry that, if they do so, stocks may be rebounding in a short pe- 
riod of time, God willing? 

Some believe the reason we are holding this hearing is because 
Mr. Garamendi is in the middle of a political campaign. Since Mr. 
Garamendi can’t be here, there could be an opportunity for political 
potshots. I hope that won’t be the case. That would be unfair and 
wrong. 

Ironically, this hearing runs the danger of actually hurting the 
policyholders of Executive Life. The California Insurance Commis- 
sioner is litigating a major civil fraud lawsuit against Credit Lyon- 
nais right now. This lawsuit has a very real chance of recovering 
some of the over $2 billion that was fraudulently taken away from 
policyholders. 

The majority has requested testimony from two lawyers in the 
Insurance Commissioner’s office. They are here today, but have ex- 
pressed their great reluctance to testify. These lawyers are legiti- 
mately concerned that their testimony might lock them into state- 
ments that Credit Lyonnais could use against them in court or that 
they might be forced to provide a road map of their legal case. Nev- 
ertheless, the majority has insisted that these lawyers testify. 

So at the end of the day, here is what we have: We have a hear- 
ing that is not addressing the Justice Department’s failure to pros- 
ecute Credit Lyonnais. We have a hearing that may be used for 
partisan political purposes to affect an election 26 days from now, 
and we have a hearing that could possibly damage the only chance 
for policyholders to recover any money. This is not how I would 
have approached this hearing. Nevertheless, if we are able to send 
a unified message to the Justice Department, some good can be ac- 
complished. 

It is important for the Justice Department to understand the loss 
being suffered by Mr. Bozeman, Ms. Jacobson, and other policy- 
holders, and it is important for the Department to understand the 
urgency of Federal action to address their wrongs. I hope this com- 
mittee will stand united in making that point to the Justice De- 
partment, who we presume will be monitoring this hearing, even 
though they are unwilling to testify. 

Mr. Burton. Would the gentleman yield to me just quickly? 

Mr. Waxman. Certainly. I would be happy to yield. 

Mr. Burton. Mr. Waxman, my business before I came to Con- 
gress was insurance, all lines, including life insurance and pensions 
and things like that. This issue I was not aware of until recently, 
and I can assure you, and I give you my word, there is no political 
implication, as far as I am concerned, in this hearing. 

I will tell you also that I will be happy, after the elections are 
over and after there are no more political problems to be dealt 
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with, that we will have the Justice Department over here to find 
out what they are doing, either in a public forum or a private 
forum. I will be happy to have you or some of your staff with us 
to find out what they are doing to get these funds back for these 
policyholders who have been really raped in my opinion. 

So I just wanted to clarify that because you and I have had a 
pretty good working relationship, at least the last couple of years, 
and I hate to see that jeopardized by this. 

Mr. Waxman. Thank you for your statement. 

Mr. Ose. I thank the gentleman. 

We come here today for this hearing, and there are any number 
of reasons why we should or shouldn’t have a hearing. I mean 
there are Department of Justice contentions that they are in the 
middle of a negotiation. There is an attorney general who says they 
are in the middle of litigation. There are some who say we are in 
the middle or too close to an election. 

But the fact of the matter is we have a recommendation from a 
deputy U.S. attorney which has had no action for a number of 
months. We have over 300,000 policyholders who for years have 
suffered losses. The time is now. It is as good a time as any. We 
can wait if you want, and we can continue to have our constituents 
and our fellow citizens hurt accordingly, but this is as good a time 
as any, because some are still seeking justice. 

We have got lost retirement funds. We have lost settlements 
from injury judgments. We have other losses of investments that 
have left many Americans floundering following the fall of Execu- 
tive Life. 

This injury was compounded when it was found that the efforts 
to help the victims of this collapse instead left those policyholders 
holding the bag while others took the ELIC, the Executive Life In- 
surance Co., assets and fled the country. 

More than a decade later, some of these victims have learned to 
live with their loss. Others still feel the pain from this loss every 
day. Two representatives of those folks are here with us today, and 
I look forward to their testimony and appreciate their willingness 
to share with us their knowledge and to help us in asking the ques- 
tion: When will we have a day in court? 

Now how did this happen? How did thousands of Americans who 
thought their retirements and disability settlements were safe in 
the hands of a government-regulated insurance industry entity end 
up with cut benefits and no options? How did that happen? 

In the 1980’s the Executive Life Insurance Co. was a thriving 
business promising better returns and better benefits at a lower 
cost. They thought they would be able to achieve this promise be- 
cause they had invested heavily in a new growth bond market. 
This market came to be known as the junk bond market, and many 
of those who relied upon it under the conditions just described 
ended up falling by the wayside in the early 1990’s. 

When the parent company of Executive Life ultimately became 
insolvent in 1991, the California Insurance Commissioner stepped 
in, took control of it, and placed it into receivership. While the 
Commissioner’s mission was to protect the policyholders and reha- 
bilitate the company, instead the decision was made to take what 
could be obtained in the short term by selling off the bond portfolio 
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separate from the rest of the package. This decision left the com- 
pany so weakened as to require drastic cuts in benefits and led 
some publications to write articles in 1994 that were, frankly, not 
particularly flattering, accusing certain people of just having failed 
in their duty. 

There is much more to this case, however. In the process of fol- 
lowing up the insolvency and seizure, the Commissioner asked for 
bids to rehabilitate Executive Life for the purpose of taking care of 
its policyholders, and the Commissioner received a number of bids. 
One company asked to be allowed to cherrypick the best bonds in 
exchange for a cash payment. This company was advised by a gen- 
tleman named Leon Black, a former protege and advisor to Michael 
Milken. Frankly, if anyone knew which bonds to pick and which 
were true junk, this was the guy. 

The Commissioner agreed to this deal, despite this unusual char- 
acteristic. Now why he chose this option over the bids of the other 
companies that wanted the whole package is unclear. Frankly, it 
begs a question: When everyone recommends one action and you 
take another, why did you do it? 

Even if this decision had proven to be the best, and there are 
still more elements that this committee needs to review, unbe- 
knownst to almost anyone at the time, the company that bought 
the bonds from the Commissioner’s Office was, in fact, a front com- 
pany controlled under a series of agreements by a French bank 
known as Credit Lyonnais. 

Credit Lyonnais was owned and controlled by the French govern- 
ment at the time of the transaction. It was illegal under both State 
and Federal law for Credit Lyonnais to purchase a U.S. insurance 
company. Fortunately, through documents provided by a former 
employee, we found out about this. 

There is still more. The bonds that Credit Lyonnais acquired 
through these machinations performed well, as many market ex- 
perts had predicted, and netted Credit Lyonnais a profit of over $2 
billion. Now this past spring we read press accounts and hear sto- 
ries here in Congress, and my good friend on my right, Mr. Wax- 
man, and Mr. Berman and Ms. Pelosi, and others, and my good 
friend, Mr. Lewis, myself, and others heard that there was a pro- 
posed settlement coming down the pike in the neighborhood of 
$100 million, whereby Credit Lyonnais would be excused from any 
criminal penalty and allowed to retain their banking privileges 
here in the United States. 

There are also accounts that the offer is now up to $500 million. 
Now $500 million, or $100 million or $500 million against $2 bil- 
lion, that sounds like a pretty good deal for the people who per- 
petrated this scam, but, frankly, it is not a good deal for the policy- 
holders. 

Now the law says that when a fraud occurs, all the gains ob- 
tained through the fraud, whether subsequently legal or not, must 
be returned. On that basis, the State of California is currently 
seeking $6 billion in damages from the entity involved. 

Does the involvement of the French government as owners of 
Credit Lyonnais complicate the matter? Well, you can be your own 
judge, but, frankly, anyone who commits fraud must be held ac- 
countable, and it doesn’t matter whether it is a French government 



28 


or a U.S. Senator or a U.S. Member of Congress or a local banker. 
If the French were responsible for deceiving the American people, 
leaving the policyholders in the lurch, then they need to own up 
to the fact and take responsibility for their actions. It is appalling 
that we are seeing people work to delay this process and to avoid 
reaching a fair settlement with the victims for this act. 

I wish Mr. Burton was still here; I would share with him that 
California has not sat back and ignored these allegations. The cur- 
rent Insurance Commissioner and his staff have been advocates for 
more than 180,000 policyholders in California and more than 
300,000 across the country who were victims of the collapse of Ex- 
ecutive Life. 

As I said earlier, the U.S. Attorney’s Office in California has 
been involved in this investigation, particularly a gentleman 
named Jeff Isaacs, who, by many accounts wants to bring this mat- 
ter to trial. 

As Mr. Waxman cited, there have been a number of letters to the 
U.S. Attorney General, to the U.S. attorney in Los Angeles, and to 
key leaders in Congress, including Mr. Burton, urging them to act 
on this case now. The chairman of this committee has responded, 
and for that we are appreciative. 

Now we have invited a number of people here today, and some 
have declined our invitation, including the Department of Justice. 
That is very disappointing. As Mr. Waxman suggests, it would be 
nice to have the people here responding affirmatively to our invita- 
tions, so we can get to the bottom of this in this hearing instead 
of having a series of hearings. That would be helpful. However, if 
we have to have a series of hearings, we will do so. 

Those who suffered and are still suffering today, two of whom 
are with us right now, deserve to hear what their government is 
doing. Why is the Department of Justice not responding to these 
pleas? When will the people who suffered through this collapse of 
Executive Life get their day in court? 

With that, I am going to stop. 

Now, as we do in this committee every time, we swear all of our 
witnesses in. So we are going to put you under oath. If you would 
please rise and raise your right hand? 

[Witnesses sworn.] 

Mr. Ose. Let the record show that the witnesses answered in the 
affirmative. 

Mrs. Jacobson, you are recognized for an opening statement. 

STATEMENTS OF DRU ANN JACOBSON, MALIBU, CA; AND 
ROBERT BOZEMAN, EVANSVILLE, IN 

Ms. Jacobson. Thank you. I am going to read this because I am 
nervous. I have never done this before. 

My name is Dru Ann Jacobson. I am here to represent my moth- 
er, Ann Dixon, and my sister, Darian Andes Merrick, who were pol- 
icyholders with Executive Life Insurance Co. 

My primary reason for being here today is to put to rest 
misstatements made by Credit Lyonnais representatives that Exec- 
utive Life Insurance policyholders did not suffer any losses. Equal- 
ly misleading is former California Insurance Commissioner John 
Garamendi’s statements that 97 percent of the policyholders were 
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made whole. When my mother and I and others met with Califor- 
nia Attorney General Bill Lockyer earlier this year, he confirmed 
to us that investigations showed that the real losses in benefits to 
policyholders were more than $4.5 billion. 

Let me briefly tell you how my family became involved with Ex- 
ecutive Life and how our lives drastically changed. My mother is 
in a wheelchair and has been since she was in a 1979 auto accident 
for which the annuities were granted. My mother and sister were 
driving home in the Santa Monica mountains when they were hit 
head-on by an oncoming car. My mother tried to turn her car into 
the hillside as best she could to protect my sister, so she got the 
brunt of the impact. 

The paramedics had to use the jaws of life to remove her and put 
her in a pressure suit while she was still on the road. She had no 
blood pressure and was considered dead for some seconds. She 
heard them say, “We lost her.” Somehow she willed herself to live. 

That night in the emergency room she had her right leg ampu- 
tated below the knee while she was awake because they couldn’t 
sedate her. She was in ICU for 3 months and in the hospital for 
another year. She endured seven surgeries that year. Almost all 
her bones in her lower body were broken, including her pelvis and 
hip. Her main artery was severed in her other leg and all the ten- 
dons and muscles were cut. Her leg healed slowly and had to be 
reset twice. She had a major head injury. She was literally scalped. 
It goes on and on. 

Needless to say, the pain she has endured for the last 23 years 
is severe. She was a very beautiful woman before this, but her face 
was completely altered. She had been a wonderful mother, active 
in our schools and community. She had been a dancer, an athlete, 
and a bathing suit model. Her whole life changed in moments. Our 
whole family’s life changed. My father couldn’t take the fact that 
he no longer had a beautiful wife and left after the accident, leav- 
ing her to pay a pile of bills. 

My sister, Darian, was seriously injured also. She was in a coma 
for 5 days with a massive head injury and broken bones. The doc- 
tors told me that she and my mother might not make it through 
that first night. She was in the midst of a promising modeling ca- 
reer and was about to start on a tour on the pro beach volleyball 
tour. Her future plans collapsed after the accident. 

In time my mother and sister went to court and won a lawsuit. 
Their lawyers told them that the best company to put their money 
in was the AAA-rated Executive Life. Because my mother and sis- 
ter would need ongoing care, a lifelong structured settlement annu- 
ity was thought to be the safest investment. 

In 1991, without warning, we received a letter that Executive 
Life was being dissolved. We were in shock. The letter said that the 
payments would be cut, and the company was to be sold. It was 
like reliving the pain of the accident again, a punch in the stomach 
for my mother. 

Her annuity payments were cut by approximately a third each 
month. Also, future bulk payments that she was to receive were 
cut. My mom has tried to hold onto our home for as long as we 
could, but we finally had to give it up, the home we had lived in 
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for 33 years. Executive Life was in the hands of the Insurance 
Commissioner for 3 Y 2 years while we twisted in the wind. 

I became her sole caregiver and have continued to care for her 
for 23 years, while raising my own family. I need surgery soon for 
a condition that I developed from lifting my mom all these years. 
We can’t afford to hire someone to care for her for the 3-months 
I will need to recover. First the accident, then the Executive Life 
mess has made all our lives very difficult. It is a constant worry 
that continues today. 

Credit Lyonnais and Mr. Garamendi cannot tell the 160,000 life 
insurance policyholders and 15,000 annuitants that they were 
made whole, and you shouldn’t allow them to tell that to the Jus- 
tice Department either. We learned that a recent Pennsylvania 
high court decision stated that not one single Executive Life policy- 
holder was made whole. 

We ask you to use your powers to help 360,000 policyholders and 
their families receive justice. At our meetings as policyholders 
when this first happened, we were struck that so many of them 
were of the generations that served their country in World War II 
and Korea. They thought they were making safe, prudent plans to 
protect their loved ones, and they trusted these companies to up- 
hold our laws. 

Concerning Credit Lyonnais, we will be shocked if a foreign gov- 
ernment is allowed to plot and scheme to evade State law. It has 
been explained to us that, as a result of the Foreign Sovereign Act, 
when this French-owned bank lied to State officials and made false 
and misleading statements in State court, vindication rests with 
the Federal judicial system and the Justice Department. 

We are alarmed that the Justice Department has not acted 
against Credit Lyonnais since they learned of the side agreements 
that the French signed that broke our laws. Please understand that 
we believe that if there are no indictments against them, the only 
proper action should be based on complete disgorgement of all prof- 
its and a penalty. Please understand how much money is involved 
here. $100 million would represent only 1 percent of the policy 
value of each policyholder. Our loss is enormous. 

Finally, we regret that the Justice Department has not inves- 
tigated former Insurance Commissioner John Garamendi’s role. To 
begin with, why did Mr. Garamendi charge the policyholders mil- 
lions of dollars for consulting fees of top investment bankers to set 
a value on Executive Life’s junk bonds when he never disclosed any 
of their findings? This enabled him to tell the court that he hadn’t 
known the value of the bonds and to sell them to Credit Lyonnais 
and Leon Black at fire sale prices. What ever happened to a report 
that his own staff completed that set a value to the bonds but was 
never made public? Mr. Garamendi’s actions beg for a thorough ex- 
amination. 

Executive Life is a scandal that hurt lots of people like my moth- 
er, my sister, and myself. There were 360,000 policyholders from 
nearly every State. We have an opportunity for justice, even at this 
late date. We need your help. 

Thank you very much. 

[The prepared statement of Ms. Jacobson follows:] 
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Testimony: October 10, 2002 
Dm Ann Jacobson 

Malibu, California 

My name is Dru Ann Jacobson. Fm here to represent my mother, Ann Dixon, and my 

Andes 

sister Darian Merrick, who were policyholders with Executive Life Insurance Co. 

My primary reason for being here today is to put to rest misstatements made by Credit 

Lyonnais representatives that Executive Life Insurance policyholders did not suffer any losses. 

Equally misleading is former California Insurance Commissioner John Garamendi’s statements 

that 97% of the policyholders were made whole. When my mother and I and others met with 

California Attorney General Bill. Lockyer earlier this year, he confirmed to us that his 
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investigation showed that the real losses in benefits to policyholders was more than 4 Vi billion 
dollars. 

Let me briefly tell you how my family became involved with Executive Life and how our 
lives drastically changed. My mother is in a wheelchair and has been since she was in a 1 979 
auto accident for which the annuities were granted. My mother and sister were driving in the 
Santa Monica Mountains when they were hit head on by an oncoming car. My mother tried to 
turn her car into the hillside as best she could to protect my sister, so she got the brunt of the 
impact. The paramedics had to use the jaws of life to remove her and put her in a pressure suit 
while she was still on the road. She had no blood pressure and was considered dead for some 
seconds. She heard them say, “We lost her.” Somehow she willed herself to live. That night in 
the emergency room, she had her right leg amputated below the knee while she was awake, 
because they couldn’t sedate her. She was in ICU for 3 months and in the hospital for another 
year. She endured seven surgeries that year: almost all her bones in her lower body were broken, 
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including her pelvis and hip. Her main artery was severed in one leg and all the tendons and 
muscles were cut. Her leg healed slowly and had to be reset twice. She had a major head injury. 
She was literally scalped. It goes on and on. Needless to say the pain she has endured for tire last 
23 years is severe. She was a very beautiful woman before this, but her face was completely 
altered. She was a wonderful mother, active in our schools and community. She had been a 
dancer, an athlete, and a bathing suit model. Her whole life changed in moments. My father 
couldn’t take the fact that he no longer had a beautiful wife and left after the accident, leaving 
her to pay a pile of bills. 

My sister, Darian, was seriously injured also. She was in a coma for 5 days with a 
massive head injury and broken bones. The doctors told me that she and my mother might not 
make it through that first night. She was in the midst of a promising modeling career and was 
about to start a tour on the pro beach volleyball lour. Her future plans collapsed after the 
accident. 

In time my mother and sister went to court and won a lawsuit. Their lawyers told them 
that the best company to put their money in was the AAA-rated Executive Life. Because my 
mother and sister would need ongoing care, a lifelong structured settlement annuity was thought 
to be the safest investment. 

In 1991, without warning, we received a letter that Executive Life was being dissolved. 
We were in shock. The letter said that the payments w'ould be cut, and the company was to be 
sold. It was like reliving the pain of the accident again, a punch in the stomach for my mother. 

Her annuity payments were cut by approximately l/3 ,d each month. Also, future bulk 
payments that she was to receive were cut. Mother tried to hang on to her home for a couple of 
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years, but finally had to give up the home she’d lived in for 33 years. Executive Life was in the 
hands of the Insurance Commissioner for 3 14 years, while we twisted in the wind. 

I became her sole caregiver and have continued to care for her for 23 years, while raising 
my own family. I need surgery soon for a condition that I developed from lifting my mother all 
these years. We can’t afford to hire someone to care for her for the 3 months I will need to 
recover. First the accident, then the Executive Life mess has made all our lives very difficult. It’s 
a constant worry that continues today. 

My mother is too ill to travel to speak today for herself and others in her situation. We are 
still actively involved with other policyholders, and we’ve gotten to know the impact of this on 
others’ lives also. I’ve brought along a recent Los Angeles Times article that describes how the 
policyholders have fared since Executive Life was sold. 

You’ll read about Katie Watson from Phoenix, a structured settlement annuitant who was 
brain-damaged in a hospital accident when she was 20 months old. Her parents continue to care 
for her at home - a 20 year old with the brain function of a 20 month old child, unable to do 
anything for herself. Her monthly annuity payments were reduced by more than 50%, as were 
many others. Her parents built a house around Katie’s special needs which they lost in 
foreclosure after Executive Life was seized. 

There are whole life insurance policyholders with plans mined that would have provided 
for their families in the event of their death. If Heidi Wilson of Northern California were here 
today, she’d tell you how her husband’s premiums were increased so much that they were about 
to surrender the policy. While Executive Life was in conservation, her husband was diagnosed 
with leukemia. Heidi had M.S.and she had children to raise. When she called Aurora, the 
successor insurance company, she was told that they assumed that everyone that stayed with 
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Aurora was uninsurable and they were given the largest premium increases possible. Heidi’s 
agent felt terrible for them and stepped in and made the payments for them. Heidi’s husband died 
shortly thereafter. 

Credit Lyonnais and Mr. Garamendi cannot tell the 1 60,000 life insurance policyholders 
and 1 5,000 annuitants that they were made whole. And you shouldn’t allow them to tell that to 
the Justice Department either. We learned that a recent Pennsylvania high court decision stated 
that not one single Executive Life policyholder was made whole. 

We ask you to use your powers to help 360,000 policyholders and their families receive 
justice. At our meetings with policyholders when this first happened, we were struck that so 
many of them were of the generations that served their country in World War II and Korea. They 
thought they were making safe, prudent plans to protect their loved ones, and they trusted these 
companies to uphold our laws. 

Concerning Credit Lyonnais, we will be shocked if a foreign government is allowed to 
plot and scheme to evade state law. It has been explained to us that as a result of the Foreign 
Sovereign Act, when this French-owned bank lied to state officials and made false and 
misleading statements in state court, vindication rests with the Federal Judicial System and the 
Justice Department. We are alarmed that the Justice Department has not acted against Credit 
Lyonnais since they learned of the side agreements that the French signed that broke our laws. 
Please understand that we believe that if there are no indictments against them, the only proper 
action should be based on complete disgorgement of all profits and a penalty. Please understand 
how much money is involved here. One hundred million dollars would represent only 1% of 
policy value to each policyholder. Our loss is enormous. 
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We regret that the Justice Department seems to have limited its investigation to French 
defendants. We strongly believe that Credit Lyonnais’s partner in profit, Leon Black, formerly 
with Drexel, should be investigated also. The California Attorney General alleged that Mr. Black 
had a secret deal to receive a huge profit from the sale of the insurance policies to Aurora. This 
was not disclosed to the California Department of Insurance. This was in a lawsuit filed this year 
by the California Attorney General. Unfortunately, the Court found that the Department of 
Insurance is the only entity that should represent policyholders in this case. I say unfortunately 
because the Department of Insurance gave a release to Mr. Black, who the Attorney General 
considered an “equity partner” in this deal. The California Attorney General’s case is on appeal. 

Finally, we regret that the Justice Department has not investigated former Insurance 
Commissioner John Garamendi’s role. To begin with, why did Mr. Garamendi charge the 
policyholders millions of dollars for consulting fees with top investment bankers to set a value 

on Executive Lifes’s junk bonds, when he never disclosed any of their findings. This enabled 

K^jd-r. 4 ' 

him to tell the court that he didn^t known the value of the bonds and to sell them to Credit 
Lyonnais and Leon Black at fire sale prices. What ever happened to a report that his own staff 
completed that set a value to the bonds but was never made public? Mr. Garamendi’s actions beg 
for a thorough examination. 

Executive Life is a scandal that hurt lots of people like my molher, my sister, and myself. 
There were 360,000 policyholders from nearly every state. We have an opportunity for justice, 
even at this late date. We need your help. 

Thank you for allowing me to appear before you today. 
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Mr. Ose. Thank you, Mrs. Jacobson. 

Mr. Bozeman. 

Mr. Bozeman. Mr. Chairman, members of the committee, I 
would like to thank you for finally getting a chance to complain to 
somebody that might be able to do something about it. I have been 
telling this story for years, mostly to people who really couldn’t 
help. 

My name is Bob Bozeman. I live in Evansville, Indiana. I am 63 
years old. In 1962, I went to work for the L and N Railroad, part 
of the CSX now; I don’t know what they call it. It was a pretty good 
job, and I also had a union job. In addition to the railroad, I was 
local chairman and represented brakemen and conductors. Some 
crafts call it union steward, whatever you want to call it. 

So during the years I was involved in several derailments. It is 
almost like a fighter. I don’t know if it was one punch that got me 
or it was that last one, but, anyway, the last injury I ended up with 
three back surgeries. I was in the hospital all summer long, 87 
days. When it was all over, their doctors, the company doctors, that 
is, and my doctors both agreed that I couldn’t do this job anymore. 
So they wouldn’t, I don’t think, in my opinion, be reasonable. 

I had to hire an attorney and sue them. After 5 years of litigation 
and a trial where we were awarded a nice award — of course, during 
the appeal process that got reduced, not by the court but by my 
own attorneys. I think they got a little scared unnecessarily. But, 
anyway, we settled. 

I could have taken the money up front, but I opted for the struc- 
tured settlement because I am not smart enough to go out here in 
this high finance world and do my own investing. I would have 
probably have been broke in a couple of years. I have seen it hap- 
pen. 

So I told them, “Get me the most secure, safe-type product that 
you can because I’m not some wealthy guy trying to supplement his 
income. This is my income.” 

So it ended up I was supposed to receive $2,000 a month, and 
things went along pretty well from 1985 to 1991. Then, all of a sud- 
den, this thing happens to a company that was supposed to be risk- 
free and rated very highly and all of that, and I’m notified that I 
will be receiving $1,300 a month instead of $2,000. Well, this went 
on for a year or two, and then, finally, after the so-called restruc- 
turing of this company, they changed that to $1,455 a month. 

I went to a lot of people with this problem. I talked to my law 
firm, of course. I went back to them. They were supposedly friends 
of mine, not just lawyer-client-type relationship; they were sup- 
posed to be friends of mine. I, with this union job, had thrown them 
quite a bit of business. When some of the guys would get hurt, I 
would recommend them. They were not able to help me. 

I went to the AARP and talked to their legal staff. The same 
thing, they sympathized but they were no help either. I went to 
two international presidents of the union, Tom Dubose and Charlie 
Little. I haven’t talked to Mr. Boyd yet, the new guy, but I don’t 
think I will bother to do that. 

Of course, I went back to the railroad. They flat refused. They 
were not embarrassed to tell me that I had already signed a re- 
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lease, and that was my one and only shot I was going to get at 
them. 

I called and talked to former Congressman Frank McCloskey. I 
think Frank really tried to help me, but he was unable to do so. 
I have talked to his successor a couple of times, John Hostettler; 
the same thing. 

Somebody said, “Call John Dingell.” I did that and never got any 
response from Mr. Dingell. I don’t know what happened, break- 
down in communications or what. 

I even talked to the White House, and I got a letter back that 
says, “Sorry, but the Railroad Retirement Board doesn’t feel re- 
sponsible.” Well, whoever this guy was that I was talking to appar- 
ently didn’t understand. My problem was not with the Railroad Re- 
tirement Board; it was with this insurance company, and he was 
too dumb, I think, to realize what I was trying to explain to him. 
So I forgot about that. 

I’ve got reams of correspondence, as you might expect, from this 
thing and years of anxiety and grief. My whole family has suffered, 
not just me. Our lifestyle has been lowered to a great extent. We 
have not been able to do many things that we were planning to do. 
If we don’t get some relief, we never will be able to. 

Now I’m sorry if I am coming across a little bit like I am bitter, 
because I am bitter. I’m madder than hell. It is unfair, and it 
seems like maybe this is the first opportunity somebody will listen 
and do something about it, I hope. 

Thank you. 

Mr. Ose. Thank you, Mr. Bozeman. 

I want to make sure the witnesses understand that Members on 
both sides of the aisle welcome their participation today. We are 
grateful for the time you have both taken to come to Washington 
to testify. 

We do have a number of questions. The way this proceeds is that 
I will take 5 minutes, then Mr. Waxman will have 5 minutes. Then 
we will come back over here, and it just goes back and forth like 
so. 

So now I am going to ask both of you a series of questions. If 
you don’t know the answer, just say, “I don’t know.” It is not a 
problem. 

So, Mrs. Jacobson, when did you or your family buy your Execu- 
tive Life annuity? 

Ms. Jacobson. Between 1986 and 1989. The lawsuit was over, 
I think it settled in 1986, and within that time. 

Mr. Ose. OK, so late eighties? 

Ms. Jacobson. Late eighties. 

Mr. Ose. Mr. Bozeman, how about you? 

Mr. Bozeman. I guess it was 1985. That is when the lawsuit was 
finally settled, and it must have been right at the first of the year, 
1985. 

Mr. Ose. Now, Mrs. Jacobson, at the time you bought your annu- 
ity, do you recall the rating that was given to Executive Life? Was 
it a highly rated? 

Ms. Jacobson. It was the highest-rated, four-star, triple-A by 
Standard and Poors. I think those are the rating systems. It was 
the highest-rated one because we asked our lawyers, “Look for the 
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best one,” when they suggested we do this structured. I was young 
at the time, so I can’t remember all the — but I know it was the 
highest-rated one at the time. 

Mr. Ose. OK. Mr. Bozeman? 

Mr. Bozeman. The same thing. Like I told you a while ago, I am 
not familiar with the world of high finance, but something about 
A-plus. Then, as it turns out, I find out later that’s not so hot. You 
need really to have triple A-plus, and I don’t remember for sure 
just how they were rated, but my attorneys and everybody involved 
assured me this was a safe 

Mr. Ose. OK, and that as in the mid-eighties? 

Mr. Bozeman. Sir? 

Mr. Ose. That was in the mid-eighties in your case and the latter 
part of the eighties in Ms. Jacobson’s case? 

Ms. Jacobson. The latter part of the eighties, yes. 

Mr. Bozeman. That is right. 

Mr. Ose. OK. Was there any discussion at the time you bought 
these annuities that you are aware of having to do with any prob- 
lems that might exist at Executive Life? 

Ms. Jacobson. No. 

Mr. Bozeman. No. In fact, I find out later, through newspaper 
articles and, like you say, there wasn’t much about it for a while, 
but as it turns out, it looks like Executive Life was in trouble as 
far back as 1983, and that is why I couldn’t understand why some- 
body didn’t know this. 

Mr. Ose. Now after you found out about the collapse and sale of 
the company, did you contact anyone at Executive Life, Ms. 
Jacobson? 

Ms. Jacobson. Tried to. You couldn’t get a phone call through 
at all. I mean, you just couldn’t touch — through our lawyers; you 
just couldn’t get through to anybody. We just got letters. Then we 
would call; they would say it is in conservation, and they would 
make us call somewhere else. Then they would say, “No, call here.” 
You would just get little middlemen that couldn’t give you any an- 
swers. 

Mr. Ose. Did you call the company? 

Ms. Jacobson. Yes. 

Mr. Ose. Or did you call somebody else? 

Ms. Jacobson. Yes, but they cut the company number off imme- 
diately and gave you a special number to call, and that special 
number always had some little person on it that didn’t know 
any 

Mr. Ose. Do you recall who that, “little person” worked for? 

Ms. Jacobson. Oh, I don’t remember that. Oh, no, it was like a 
secretary-type person type-thing. They would just say, “Office of 
Conservation of Executive Life.” 

Mr. Ose. OK. 

Ms. Jacobson. The main numbers that we had on all our poli- 
cies. Were totally non-functional after it dissolved. So you couldn’t 
talk to anybody to find out personally what was going on. 

Mr. Ose. Mr. Bozeman, what was your experience in that re- 
gard? 

Mr. Bozeman. Yes, sir, I was able to get through, and I’ve got 
some names at home of people that I had spoken with periodically 
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about the problem. They were sympathetic over the phone and ev- 
erything, but there was something that really scared me. They 
changed the policy number. I thought that is kind of unusual, but 
what are you going to do? You accept this over the phone and hope 
that the check keeps coming and let it go. 

Mr. Ose. OK. Mrs. Jacobson, do you recall, the folks or the per- 
son that you might have spoken with, do you recall if they did any- 
thing other than say, well, a conservator is working on this or was 
there any definitive report? 

Ms. Jacobson. No. 

Mr. Ose. OK. 

Ms. Jacobson. It was roundabout. I was much younger at the 
time, and my mom tried to take a lot of the calls at that point. So 
I can’t really answer exactly what they said, but it was very hard 
to find out information and to see if we were still going to get our 
checks. 

Mr. Ose. Now, Mr. Bozeman, you had the ability or you actually 
got through on a couple of occasions? 

Mr. Bozeman. Yes, and some of the problems that concerned me, 
of course, was like my original contract stated that I was to receive 
this check on or before the 9th of each month, and if it didn’t show 
up — and I actually got a check in the mail. I didn’t have this direct 
deposit or any of that. Maybe it wasn’t even available back then; 
I don’t know. 

But, anyway, when the check was late, I would get concerned, 
and it was late several times. And I thought, well, you know, I 
would get on the phone and I would call everybody. I would say, 
“Did they go completely under? I am not even going to get the 
$1,300 now I guess.” Finally, it would show up, and they would al- 
ways have some lame alibi, excuse, for why it was late. All it did 
was irritate you even more, you know. 

I am glad I didn’t live any closer to California than I did or I 
might have got in my car and went over there personally, and then 
I’d be in the damned jail, I guess. [Laughter.] 

Ms. Jacobson. I did drive there once because it was late. During 
that first few years they were late all the time. 

Mr. Ose. We are going to come back on these questions. My time 
has expired. 

Ms. Jacobson. OK. Thank you very much. 

Mr. Ose. I am going to recognize Mr. Waxman for 5 minutes. 

Mr. Waxman. Thank you very much, Mr. Chairman. 

I think what has happened to you is absolutely unconscionable. 
You’ve got nothing but a runaround. You bought this insurance 
with the expectation that it was going to pay. That is what you 
bargained for. Then this whole business starts falling apart be- 
cause they go and invest in junk bonds. 

It is sort of like what you see happening now where these cor- 
porations have gone over the cliff because they went into these in- 
vestments that didn’t make sense. But there they were actually 
doing more obvious fraud of creating debts, of hiding them, and all 
of that. 

But, from your point of view, you really have not been treated 
properly. Congresswoman Pelosi and Congressman Howard Ber- 
man and Representative Jerry Lewis, all of us have written asking 
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for this hearing to try to do something because we are worried 
about the Justice Department. 

This is now in the hands of the Justice Department. Have either 
of you ever been contacted by the Justice Department? 

Ms. Jacobson. No. 

Mr. Bozeman. No, sir. 

Mr. Waxman. Have either of you ever been contacted by the 
State Department? 

Mr. Bozeman. No, sir. 

Ms. Jacobson. No. 

Mr. Waxman. Well, we are hearing that the Justice Department 
is under pressure, and they have hired a lobbyist who is very close 
to the Bush administration and he is trying to get them to settle 
this thing and not bring criminal indictments. The State Depart- 
ment is hearing from France, where the President of France is 
standing up for his company. What we need is American govern- 
ment to stand up for you. 

Ms. Jacobson. Yes. 

Mr. Bozeman. That just adds insult to injuries, too, sir, because 
like this thing was transferred to a foreign — we’re foreign investors 
now, I guess. It sounds important, but it had to be — given a choice, 
most people wouldn’t invest in a foreign company. There’s too many 
good companies right here. That’s another thing. 

Mr. Waxman. Well, not only that, they weren’t being on the level 
about it. They were hiding the fact that they were violating the law 
by being a foreign investor in insurance when they weren’t, as I 
understand it anyway, permitted to do that. So they created these 
front groups. 

Ms. Jacobson. And we weren’t given much choice either. 

Mr. Waxman. No. 

Mr. Bozeman. No, no choice. No choice. You just get a letter. 

Ms. Jacobson. You just get a letter. 

Mr. Waxman. Well, look, I want to tell you that I share your out- 
rage. I can’t even begin to experience how you must feel. As far as 
I am concerned, I am going to work with my colleagues on this 
committee and in the House not to let the Justice Department let 
this thing slide by and not to let others just figure it is over, be- 
cause it shouldn’t be over. 

We want justice to be done. If people have engaged in criminal 
behavior, they ought to be prosecuted. If there is a civil case, as 
we hope the California Insurance Commission is able to bring suc- 
cessfully, then they ought to be able to get money back for you. I 
want to just express my feelings for you. 

I have to leave and won’t be here for the other questions. Well, 
we don’t have too many other Members here, but I think both of 
my colleagues have further questions. On the House floor we are 
debating the Iraq resolution, and I have to get over there before 
that debate ends to get my statement in. 

But thank you for the long trip you took to come from California, 
a little bit shorter from Indiana. 

Mr. Bozeman. Not too bad. 

Mr. Waxman. But both of you for being here, I thank you so 
much. 

Mr. Bozeman. Could I ask a question before you leave? 
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Mr. Waxman. Sure. 

Mr. Bozeman. I saw where, in the paper the other day on this 
Enron thing, they were going to have to pay a fine to the Securities 
and Exchange Commission. They don’t need the money. Why don’t 
they give that money to the people who lost it, the investors? That 
seems confusing to me. 

Mr. Waxman. Well, it is confusing. I wrote to a number of people 
involved in Enron and some of these other corporations that, as far 
as I was concerned, these executives came out quite well, and they 
claim they didn’t do anything wrong. But they don’t deserve walk- 
ing away with hundreds of millions of dollars while their employees 
and their investors have their financial security yanked out from 
under them. I have just written to them and said there is a moral 
obligation here to help those who were left with nothing. So far I 
haven’t gotten a good response because nobody wants to give up 
anything. 

But if we do talk about higher standards we expect people to live 
up to, certainly some of these corporate wrongdoers or corporate ex- 
ecutives, even though they claim they didn’t do anything wrong, 
some of whom are in the government, have an obligation to give 
some of that money to those who have been treated so poorly. 

Thank you very much. Thank you, Mr. Chairman. 

Mr. Ose. I thank my friend. 

Ms. Watson, for 5 minutes. 

Ms. Watson. Thank you, Mr. Chairman, and I would like to 
thank our two witnesses for coming forth. 

I served in the California legislature for 20 years. We had some 
difficulty with insurance companies in California. That is the rea- 
son why I was there when we established the Commission on In- 
surance. Over the years we have had different Commissioners and 
we have had some problems. 

One of the things we were really stressing is that we should have 
the insurance companies open up their actuarial portfolios, because 
what they do is they make these investments, as you have men- 
tioned, in junk bonds and abroad, foolish investments. And who are 
the losers? So, accumulatively, they had to go out of business be- 
cause they made bad investments, and you are the ones that are 
suffering from it now. 

As I understand, the conservator expects that from the liquida- 
tion that there will be money there to pay off the policyholders, but 
not at the amount that you expected when you bought that policy. 
I would hope that the Department of Justice here would look into 
this issue nationally, and I would hope, with the falling stock mar- 
ket and with corporate corruption, as we are seeing played out 
today, that the Justice Department will feel it is their obligation 
to follow through and will contact you. 

But just understand there are people like Mr. Waxman and other 
Members, too, who feel this is a real issue. That is why you are 
here. We are not going to let it go. We are going to sit on top of 
it. 

I am certainly going to be working with our new Insurance Com- 
missioner in the State of California. As you know, we have intro- 
duced a lot of laws that oversee how the insurance corporations do 
business in the State of California. We hope that we can take some 
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of that policy and make it national policy. We are on your side, and 
we are going to stay on this until you are treated fairly. 

Thank you so much, Mr. Chairman. 

Mr. Ose. I thank the gentlelady from California. 

Ms. Jacobson, when you found out about the sale of Executive 
Life, I think your testimony was you received a letter in the mail. 

Ms. Jacobson. Yes. 

Mr. Ose. When you found out about the sale of Executive Life, 
did you think your annuity payments would be reduced? 

Ms. Jacobson. I can’t quite remember what the wording was. 
They said there was going to be some reductions, but didn’t know 
what at the time, something like that. Then they wrote another let- 
ter back saying they are going to be reduced by, as my mom’s was, 
about 30 percent. And then there was nothing we could do about 
it. I mean, we couldn’t question it or anything. It was just 

Mr. Ose. Did you call at that point? Do you recall? 

Ms. Jacobson. We were calling constantly. 

Mr. Ose. OK. To complain and otherwise about such a cut? 

Ms. Jacobson. Yes. Then when it was sold, we would call the 
Aurora people constantly and never really talked to anybody. 

Mr. Ose. But prior to the settlement of the estate, your calls to 
the Insurance Commissioner and the like regarding the proposed 
settlement 

Ms. Jacobson. Excuse me? Repeat that? I’m sorry. 

Mr. Ose. Did you know the terms of the proposed settlement? 

Ms. Jacobson. I just knew our money amount, looking at our let- 
ters that we had had from our 

Mr. Ose. OK. So you received a letter before the fact saying that 
your monthly payment was going to be reduced by about 30 per- 
cent? 

Ms. Jacobson. Well, no — I wish I could — I can’t really answer 
that totally because I was younger at the time. They just said it 
was going to be cut in the beginning. They didn’t know what was 
going to happen. 

Mr. Ose. OK. Then you received a subsequent letter saying that 
it was going to be reduced by this amount? 

Ms. Jacobson. Yes. 

Mr. Ose. OK. So, presumably, I would think that would have 
come after the deal had been struck. 

Ms. Jacobson. That was after the deal was struck. I guess that 
was after the Aurora. I am not good at this part 

Mr. Ose. OK. 

Ms. Jacobson [continuing]. Knowing all the details. I am not 
very good at this. I’m sorry. 

Mr. Ose. All right. 

Ms. Jacobson. It was a shock. The whole thing was such a shock 
at the time anyway. 

Mr. Ose. And you did call and register your obvious 

Ms. Jacobson. Oh, very many times, yes. 

Mr. Ose [continuing]. Outrage that, “Why am I getting pun- 
ished?” 

Ms. Jacobson. We called Mr. Garamendi’s office. We called Exec- 
utive Life. We called everybody possible at the time during the 
transfer. 
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Mr. Ose. OK. Mr. Bozeman, did you think your annuity pay- 
ments were going to be reduced? 

Mr. Bozeman. I was pretty sure they would be. Nobody said for 
sure, but they were, and then there was some correspondence and 
some conversations that led me to believe that maybe in time they 
would get it back to where it belonged, but, of course, that never 
happened and it’s not going to. 

Mr. Ose. OK. Now, Mrs. Jacobson, is your annuity payment your 
only source of income? 

Ms. Jacobson. My mother’s, yes. 

Mr. Ose. Yes, OK. And, Mr. Bozeman, you testified earlier that 
this was your sole source of income. 

Mr. Bozeman. Well, I’ve got a pension from the railroad, but it 
is greatly reduced because I quit early. 

Mr. Ose. OK. 

Mr. Bozeman. My wife is not even eligible for her part of that 
yet. So when you take into account the reduction from both of 
those, plus you lose some of your benefits like health insurance — 
I’m paying $500 a month health insurance. People are supposed to 
get increases with the cost of living when they get old, not cuts, 
but that’s what has happened. 

Mr. Ose. Mrs. Jacobson, your mother’s annuity payment in the 
early eighties was how much? 

Ms. Jacobson. When the settlement was made, after the court 
it was — oh, dear 

Mr. Ose. What I am trying to do is figure out how much it was 
before and after. 

Ms. Jacobson. I know. Those first years it was about the same. 
It was about $1,800, and then it was supposed to go, as far as the 
lawyer, the deal, the settlement thing, it was supposed to go up an- 
other thousand about 2 years after it started. They were giving an 
increase IV 2 to 2 years later. So we had just gotten that increase 
to $3,000 when this all happened. Then it was cut. Now she is get- 
ting $1,900 a month rather than the $3,000. 

Mr. Ose. So in the mid-eighties you were getting 

Ms. JACOBSON. When we first got it, when we first went with Ex- 
ecutive Life, it was $1,900. It was supposed to increase to $3,000 
within a year because of something in the lawsuit, the way they 
set the structure. 

Mr. Ose. OK. 

Ms. Jacobson. But it had just increased to that $3,000 when it 
fell apart. 

Mr. Ose. And now you are receiving how much? 

Ms. Jacobson. We are back down to the $1,900 instead of what 
she was supposed to be getting. 

Mr. Ose. Mr. Bozeman, your original annuity was scheduled to 
be what? 

Mr. Bozeman. $2,000. 

Mr. Ose. And then it fell to $1,300? 

Mr. Bozeman. For about a year, and then they sold some more 
property or something, and they got it up to $1,455, and that’s 
what it is now. 

Mr. Ose. How long has it been at $1,455? 

Mr. Bozeman. Oh, probably 5 or 6 years anyway. 
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Mr. Ose. OK. So it is a fixed amount? There is no inflation ad- 
justment? 

Mr. Bozeman. They notified me that would be it; there would be 
no more changes. 

Mr. Ose. All right. Now, Mrs. Jacobson, when you went from 
$3,000 down to $1,900, I mean, that is a heck of a hit. 

Ms. Jacobson. Yes. 

Mr. Ose. It is over 33 percent. How did that change your life- 
style? 

Ms. Jacobson. Well, like I said in my statement, we have been 
trying for years to hang onto our house we grew up in. We refi- 
nanced. You know, you keep mortgaging and mortgaging to help 
bring in some extra income, and we finally did it so far we couldn’t 
do it anymore. So we had to sell it, and now my mom is living in 
a mobile home. That was a big — that was our home. That was a 
huge blow to her, and that just happened a couple of years ago. We 
tried as long as we could to keep hanging on. 

Even though it doesn’t sound like much, $1,000 a month means 
a lot to us that was a lot. It helped with the mortgage and every- 
thing else. Now we are still struggling, and it is hard, especially 
when you have been injured so badly. 

And she is getting older now, and she needs more care, and I am 
not physically doing well to do it as much as I always have. If we 
have to bring somebody else in, we are really in trouble. I can’t 
even get her in and out of the car anymore. It is getting really hard 
on us because she can’t do any lifting herself. So we need to get 
a van that I can roll her into, but insurance doesn’t pay for any 
of that, and we just don’t have the money for that right now. So 
it is getting much more difficult. 

Mr. Ose. Mr. Bozeman, how about you? You went from $2,000 
down to $1,300. You are back to $1,455. How did that affect your 
lifestyle? 

Mr. Bozeman. Well, it impacts you quite a bit. I mean, you drive 
old, beat-up cars when you would like to trade. There’s a lot of 
things around the house we wanted to do, remodeling, and this and 
that and the other, and we put it all off. We haven’t been able to 
do much of anything but just exist with the income we’ve got now. 

I had a grandson, like I told you, that was living with me. I 
wanted to do a lot of things for him that I wasn’t able to do. I 
wanted to put him in college for one thing. I couldn’t do it. 

So it’s changed our — lowered our lifestyle considerably. 

Mr. Ose. I am going to ask you a hindsight question, and I apolo- 
gize for doing this, but I need to get your input here. Now if you 
had the opportunity, if you had just received your settlement, 
would you buy an annuity again? How would you handle your fu- 
ture needs? 

Ms. Jacobson. I don’t know. That is hard to say. I don’t think 
I would want to buy an annuity again or I don’t think my mother 
would and try to manage it ourselves. I can’t really answer that for 
her. But after going through this, I don’t think I would ever want 
to be with an insurance company again. 

Mr. Ose. Mr. Bozeman? 

Mr. Bozeman. Hindsight, 20/20? Sure, if I knew then what I 
know now — well, just last night on the news I heard a guy who re- 



45 


tired from Merrill Lynch and he was able to be honest for a change. 
They asked him the same question: “What would you do if you had 
some money and you wanted to invest it?” He said, “I’d put it in 
a glass jar and bury it in the backyard.” The man said, “The reason 
I specify glass jar is because somebody with a magnet couldn’t find 
it.” 

I don’t know of anything that is safe, Mr. Ose. I would probably 
take the lump sum and, hopefully, put it into something that would 
have been safe and hope for the best. You know, you couldn’t live 
off of it, but I sure wouldn’t have bought an annuity with Executive 
Life or probably no other insurance company, because they tell you, 
“Well, this has never happened.” It happened once to a company 
named Baldwin International, but those people ended up never los- 
ing a dime. Well, they did at Executive Life. 

Mr. Ose. I have one final question. Those buzzers you heard 
were for a vote. So we are going to take this final question. Then 
we are going to recess. 

Mrs. Jacobson, if we are able, either through the Department of 
Justice or the attorney general’s action out in California to have a 
financial recovery, what should the proceeds be used for? 

Ms. Jacobson. To pay back the people up to their 100 percent — 
they have lost so much — at least. It is not a compensation, but at 
least go back to what their original policies were. I think they 
should give a retroactive payment to make up for all these years 
they have lost to struggling. It has been terrible. 

It has really affected our whole family horridly because I couldn’t 
go out and get a job because I had to help my mom. I need to be 
with her 24 hours plus my children, and we are all struggling to 
get by. I mean, we live in Malibu, but we live in a mobile home. 
Our house we had before, our old ranchhouse that we lived in for 
30 years had to be sold. 

Mr. Ose. So there would be a catch-up portion of any such pay- 
ment? 

Ms. Jacobson. I would think it would be nice to have a catch- 
up portion to what they have taken from us. 

Mr. Ose. All right. 

Ms. Jacobson. Plus, go back to our 100. I mean, I am not trying 
to be greedy, but it would be nice to be able to buy a car 

Mr. Ose. I understand. 

Ms. Jacobson [continuing]. For my mom, you know, to lift in it, 
to get something that we could feel like we could relax a little bit. 
It has been on pins and needles for all these years. It would be nice 
to be able to know you had something so you could just say, “Well, 
now we can take a breath.” 

Mr. Ose. OK. Mr. Bozeman? 

Mr. Bozeman. Basically, the same thing. I think they should re- 
imburse us for what we have already lost and then put us back to 
where we were originally. If there is any way possible to get some 
punitive damages, they should do that as well for the 11 or 12 
years we have already suffered. 

You know, it is like putting a guy in jail sometime and find out 
he is innocent. How do you pay him back? So, yes, I mean, that 
is the way I feel about it. At least put us back the way we were. 

Ms. Jacobson. Yes. 
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Mr. Ose. OK. I want to repeat or reiterate that the members of 
this committee are thankful and grateful that you both took the 
time to come down and testify. 

I will tell you that what generated this hearing, and what we are 
going to talk about with the second panel, is far more technical in 
terms of where we go from here, what is the Attorney General 
doing; what is the Insurance Commissioner doing, etc. 

I always think when you sit as a Member of Congress oftentimes 
you get insulated; it is helpful to talk to real people about real life, 
and I am grateful for you coming down here. 

Mr. Bozeman. Well, the only sympathy and the only real help 
that I’ve got all these years was from the National Structured Set- 
tlement Trade Association. They have been informative. They have 
been knowledgeable, and they have reassured me and kept me 
abreast of how things are going, and they still are. I talk with them 
on a regular basis. If it wouldn’t have been for them, I guess I 
would still be calling out there to California trying to talk to the 
morons at Aurora and Executive Life. 

Ms. Jacobson. Which you can’t get through to anyway. 

Mr. Bozeman. Well, yes, that’s right, usually you couldn’t get 
through anyway. 

Mr. Ose. All right. Well, thank you for coming. 

Ms. Jacobson. Thank you. 

Mr. Bozeman. Thank you. 

Mr. Ose. The committee is going to go in recess. I have to go over 
and vote. We will be back at 12:40. 

If we could, I would like to have the second panel, comprised of 
Mr. James Corcoran, Mr. Steven Green, and Mr. Harry LeVine, 
front and center when we get back. 

[Recess.] 

Mr. Ose. The committee will reconvene. 

All right, as you heard in the first panel, we routinely swear in 
our witnesses. So, gentlemen, if you would rise, please. 

[Witnesses sworn.] 

Let the record show the witnesses answered in the affirmative. 

Please be seated. 

Joining us on the second panel in order we have Mr. James P. 
Corcoran, who is the former New York State Insurance Commis- 
sioner; we have Mr. Steven J. Green, who is the Deputy Insurance 
Commissioner and Chief Counsel to the California Department of 
Insurance, and we have Mr. Harry LeVine, who is Special Counsel 
to the Commissioner at the California Department of Insurance. 

As we did in the first panel, we are going from my left to my 
right with the statements. Mr. Corcoran, you are recognized for 5 
minutes. Would you please turn on your microphone there, though? 
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STATEMENTS OF JAMES P. CORCORAN, FORMER INSURANCE 
COMMISSIONER, STATE OF NEW YORK; STEVEN J. GREEN, 
DEPUTY INSURANCE COMMISSIONER AND CHIEF COUNSEL, 
CALIFORNIA DEPARTMENT OF INSURANCE; AND HARRY LE 
VINE, SPECIAL COUNSEL TO THE COMMISSIONER, CALIFOR- 
NIA DEPARTMENT OF INSURANCE 

Mr. Corcoran. Yes, thank you very much. I have already sub- 
mitted to the committee a copy of the testimony that I gave in 1987 
before Congress on this issue. 

Maybe I can review quickly with the committee and with you 
some of the history behind why New York State in 1987 we put a 
cap on the ability of domestic license life insurance companies to 
purchase junk bonds. The reasoning and rationale is contained in 
great depth in the copy of the testimony which I have already pro- 
vided to the committee, but let me sum it up quickly. 

In 1985 the New York State Insurance Department began formu- 
lating a plan to place limitations on junk bond holdings. At that 
time the issue was really brought to our attention because of the 
structured settlement market, and we became aware of what was 
occurring with Pacific Lumber Co., where the key concerns that I 
had were, of course, and you will see in the testimony, some edi- 
torials by The New York Times. I was being urged by various indi- 
viduals and also associations to make sure that companies that had 
excessive amounts of junk bonds in their portfolio not be allowed 
to do the structured settlement business and that was a serious 
concern on my part. 

We had had a medical malpractice crisis in New York State. One 
of the solutions to that was creating a structured settlement mar- 
ket that would be safe for people to purchase them. So I had the 
oversight ability to see what companies were licensed to issued 
structured settlements, and that was one of the key issues in 1985 
and 1986 that brought the junk bond market to my attention. 

The second one, when I became aware of the Pacific Lumber situ- 
ation, where we saw Drexel and other companies looking to acquire 
companies and to leverage out of those companies and declare their 
pension funds excessive or surplus funds. Basically, what was oc- 
curring was they were acquiring companies and then alleging there 
was a surplus in the retirement funds. They were changing the 
structure by terminating the pension plans — they did this in Pacific 
Lumber, I am aware — and purchasing annuities. In this case they 
were purchasing annuities from Executive Life. 

Now Executive Life had a competitive advantage, obviously. They 
were declaring 13 percent interest rates on these single-premium, 
deferred annuities while the industry average was 9.9. So, obvi- 
ously, if you are going to purchase a guaranteed GIC or a single- 
premium, deferred annuity that is declaring 13 percent, you have 
to lay out less money in order to assure the pensioner theoretically 
of their funds. 

So what I saw was a tremendous shift of responsibilities and 
guarantees and the pension plan of a guarantee corporation going 
to the State life guarantee funds and this behavior. So those two 
issues, the structured settlement and what I saw going on in the 
pension market, it really brought it to my attention. 
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I would like to note that in 1978 junk bond holdings in American 
insurers was very trivial. By 1989, they had about $70 billion in 
junk bonds, the life insurance industry. That, in fact, would have 
made up the entire equity of shareholders, stockholders’ equity, all 
the life insurance companies today. So it was huge, growing rap- 
idly. 

In 1986, December 1986, I think we decided we were moving 
more rapidly, and there was an NAIC meeting in Orlando which 
became a focus point of that issue, my proposing to raise to put a 
cap on junk bonds. At that point Mr. Milken showed up unan- 
nounced at the meeting. We had a long discussion about the issues 
at a cocktail party actually. 

In December 1986, when we first were proactive in it, we found 
out the New York company, Executive Life, had about 57 percent 
of their assets in junk bonds. By the time we had the public hear- 
ing in February 1987, that amount had gone up to 64 percent. We 
had extensive public hearings in New York in February 24, 1987, 
at which time I conducted a hearing, and Milt Ghoul, a very pres- 
tigious lawyer, represented Executive Life in New York. 

We kept stressing with him we were not attacking junk bonds. 
We were simply pointing out these were fiduciary funds and that 
diversity was a key element. I had asked Mr. Ghoul — he had be- 
come an executor of many estates — would he put 64 percent of his 
assets or the assets of any estate that he was managing in any one 
aspect like any one investment, and he clearly would not, but, of 
course, that wasn’t the issue. 

We promulgated, after a couple more hearings and tremendous 
lobbying effort by Drexel and Mr. Milken to stop the cap, and we 
can discuss that at length, if you want to, Mr. Chairman, we issued 
the regulation on June 24, 1987 which capped the ability of domes- 
tic life insurance companies in the State of New York at 20 per- 
cent. It is not that simplistic, but that is the simple way of looking 
at it. 

But, in addition, it required board directors of any domestic life 
insurer that invested in junk bonds to adopt a written policy in- 
cluding quality and diversification standards with respect to its 
junk bond investments. We put that in place. We put that in place 
in 1987. 

Simultaneously, the New York Executive Life was required to 
come forward to the Department and present to us a plan of dives- 
titure and diversity and bring the amount down from 64 to 20 per- 
cent. Of course, when the company went insolvent, when the par- 
ent company went insolvent, I believe it was taken over in April 
1991, by that time that plan had been in effect the amount of junk 
bonds was being reduced actively. 

The only delay that occurred, there was a 10-day delay between 
the seizure of the parent company in California and the New York 
company. There was a run on the bank, quite extensive run of the 
bank in that 10-day period in New York, but the company was able 
to withstand that. Ultimately, the company was taken over by 
MetLife and the policyholders in New York were made whole. 

So it is a success story, but there is a lot more to the story in 
the sense of the things we had to resist to put that cap. The market 
pressures and the lobbying effort was huge in New York against 
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us putting that cap on junk bonds. Mr. Milken and Drexel I think 
hired every lobbying firm in Albany to try to stop us from doing 
it, so it was quite significant and quite public. I think all the com- 
missioners were aware we were doing it, and we are proud of what 
we did. 

Mr. Ose. Mr. Corcoran, we might come back to that. 

Mr. Corcoran. Sure. 

Mr. Ose. I appreciate your testimony. 

Mr. Corcoran. Thank you. 

Mr. Ose. And we will submit your statement for the record. 

[The prepared statement of Mr. Corcoran follows:] 
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TESTIMONY ON LIFE INSURERS INVESTMENTS 
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CONWERCE, CONSUMER PROTECTION AND COMPETITIVENESS 


Good morning. My name is James P. Corcoran and I am Superintendent 
of Insurance for the State of New York. I wish to thank Chairman FloriD 
and members of the Committee for the opportunity to appear before you 
today. 

It is my intention to outline for you the principal concerns the New 
York State Insurance Department has about life insurance company 
investments and in particular, the reasons behind the promulgation, in 
June of this year, of Regulation 130 that placed limitations on the 
concentration of high-yield, high-risk obligations, that any one New York 
domiciled life insurance company can have in its. investment portfolio. 

I can sum up the Department's underlying philosophy towards life 
insurance company investments in two words " consumer protection ". The 
central role of the “New_- York State Insurance Department has been the 
effort to make certain that the promise of the insurance contract is 
kept. We have long been concerned with the content of insurance 
companies' investment portfolios because therein lies a substantial part 
of the answer to the fundamental insurance question - will the money be 


there? 
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For most of this century the life insurance industry has been 
comparatively stable. The Department's development of standards for 
licensing, for market conduct, for policy provisions and for investment 
portfolios, has permitted the industry to experience tremendous growth in 
New York with virtually no disruption in the marketplace. It has been a 
highly profitable industry that has always met its obligations. While 
this remains true today, the threats to the industry's stability have 
never been greater. 

In recent years, life insurance companies have faced stiff 
competition for a consumer dollar that seeks the greatest possible return 
in addition to financial security. Consumers no longer want death 
insurance that only promises to pay off when they're gone. They want 
their money to work for them now. In the late 1970' s we saw an explosion 
of new products being offered by banks, stock brokers and other financial 
institutions, all of them luring sway traditional life insurance 
dollars. The life insurance industry responded with a complete new 
generation of interest-sensitive products that offered a wide variety of 
investment incentives, together with an insurance component. 

This drive to offer greater and greater returns has compelled life 
insurers to focus new attention on their investment portfolios. It is 
through such individual investment strategies that life insurers are able 
to compete with other financial services companies for the increasingly 
sophisticated consumer dollar. However, in this drive for greater 
returns, life companies must be reminded that they are fiduciaries, not 


investment bankers. 
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The Cuomo administration, in particular the New York Insurance 
Department, has been very supportive of the life insurance industry's 
search for innovative ways to remain competitive while continuing to 
promote growth for companies of all sizes. Most notable in that effort 
was the 1983 Life Insurance Investment Bill. After careful consideration 
and much debate, the statutes regulating life insurer investments were 
substantially liberalized. 

Prior to this Administration's liberalization in 1983 of the 
investment restraints upon life insurance companies, no domestic life 
insurer could make any investments in junk bonds, except under a "basket" 
which permitted a maximum of allowance for investments not otherwise 
permitted. Chapter 567 of the Laws of 1983 removed the qualitative 
standards in the New York Insurance Law which had limited life insurance 
company investments in bonds to those issues and issuers meeting certain 
restrictive earnings tests. 

Because of the changes in 1983, life insurance company investments in 
unsecured obligations became limited only by the prudent person rule. 
Although diversification standards and aggregate limits were retained in 
the new investment law for other types Df investments, none were included 
fox junk bonds because, at the time, junk bonds were not perceived as a 
significant investment vehicle. Even today, the vast majority of life 
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insurers appear to feel that, as fiduciaries, prudence dictates either no 
position or a very modest position in junk bonds. Nevertheless, a few 
insurers have chosen to concentrate heavily in these investments. 

The Department first expressed concern about junk bonds in life 
insurance company portfolios in 1985. Allow me to quote from my report 
to the Governor and the Legislature of May 31 of that year: 

A review of the investment policies of a domestic life 
companies has indicated that few companies, in an 
effort to gain a competitive advantage for their 
interest sensitive products, have markedly increased 
their investments in lower quality bonds in order to 
offer higher interest rates and/or increase their 
profits. The effects of such investment policy will 
require continued monitoring. 

The Department's new regulation on junk bonds, which became 
effective June 24th, is consistent with the concept that life insurance 
companies must be able to explore every avenue of investment, while 
maintaining a diversity in their portfolios that minimizes their 
exposures to economic downturn — a downturn that could cripple a company 
or lead to a default on_. its obligations to policyholders. 

The principle provisions of Regulation 130 require that no 
domestic life insurer, without the prior approval of Superintendent, 



invest in excess of 20% of prior years admitted assets in publicly traded 
high yield-high risk bonds, in bonds issued in connection with LBO's or 
in jumbo private placements (those over $50 million). In addition the 
Regulation requires that the Board of Directors of domestic life 
companies investing in high yield-high risk obligations adopt a written 
plan for making such investments. The plan must contain diversification 
standards including,' but not limited to standards for issuer, industry, 
duration, liquidity and geographic location. 

High yield-high risk obligations, sometimes referred to as low 
rated or "junk bonds", constitute a category of investment in which there 
has been significant innovation in recent years. It has been estimated 
that as of March 1, 1987, approximately 30% of the total of low rated 
obligations were issued as investment grade and were subsequently 
downgraded (so called "fallen angels”); the other 70% were originally 
issued as below investment grade debt. It is this latter group that has 
experienced dramatic growth in the past five years and on which there is 
no adequate historical record with which to project their behavior 
through all types of economic cycles. The New York Insurance Department 
is concerned, therefore, that changes in economic conditions and other 
market variables could ^adversely affect domestic life insurers which have 
a high concentration of these investments. Accordingly, the Department 
concluded that a limitation on the percentage of total admitted assets 
that a domestic life insurer may prudently invest in such obligations. 
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without the prior approval of the Superintendent, is reasonable, 
necessary and required in order to carry out the Department’s 
responsibilities under relevant statutory law. 

The Department's concerns are primarily in three areas: credit 
risk, liquidity risk and the reinvestment risk in connection with longer 
term liabilities that have been aggressively priced utilizing high 
yield-high risk interest rate assumptions. 

Credit risk is managed through diversification. That is, if you 
are well diversified your portfolio should approximate the average 
default rate. Thus diversification does not immunize the investor from 
default but rather assures an average default rate. 

Dr. Edward Altman of New York University, one of the country's 
leading experts on high yield-high risk obligations, in a recent update 
of a study he had done for Morgan Stanley, delineates the default 
experience of low rated debt. Dr. Altman's report indicates that the 
average default rate on high yield-high risk bonds from 1970 to 1986 was 
2.2%. In that period the highest default rate was 11.4% in 1970 (on a 
much smaller base of low rated debt outstanding). The 1986 default rate 
was 3.4%, which Dr. Altman characterizes as high for a non-recession 
year. Dr. Altman also indicates that the default rate would have been 
higher were it not for the successful refinancing of the debt of a number 
of distressed companies. 
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The point is that, in pricing the product, some default rate 
must be assumed. What rate will the actuary assume? If one assumes the 
average default rate over the past 16 years '(viz. 2.2%) there are at 
least three questions that must be answered: 

(1) Will the company’s investment department be able to 
mirror the low rated debt universe in the 
diversification of the company’s portfolio or will 
they fail and produce much lower or much higher 
default rates? 

(2) Will the average rate be adequate given that the 
sixteen-year average is weighted towards ’’fallen 
angels" which today comprise only 30% of the low 
rated debt universe? 

(3) Will the refinancings that have kept the default rate 
down be possible in the future? 

The Department is not forecasting a gloom and doom scenario. 

However, no one can predict the behavior of this class of investment over 
the next decade as the economy goes through its normal cycles. If the 
default rates remain stable, or improves, everyone will rejoice. If they 
worsen, however, a company with a heavy concentration- of its assets in 
these obligations would come under extreme stress. 

The current marketplace for high yield-high risk obligations appears 
adequate, but not deep. Drexel Burnham, which has been the leading 
issuer of these obligations, remains embroiled in a swirl of controversy 
stemming from the Bcesky affair. Should Drexel 's ability to provide a 
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market for their issues become impaired, the liquidity of such issues 
could be affected. Some claim that other brokerage houses would rush in 
to fill the void; it is more likely that a significant temporary 
disruption would occur in the market and that most, but possibly not all, 
of the liquidity would be restored. 

However, the one liquidity risk that will almost certainly arise is 
that caused by the "flight to quality" which invariably occurs in a 
severe economic downturn. If this takes place at a time when rising 
interest rates are causing policyholders to withdraw their funds, the 
problem will be compounded. 

On risks with longer. tern liabilities, such as pension close-outs and 
structured settlements, the assumption of reinvestment rate can be more 
problematic when the liabilities are matched with low rated debt. The 
first problem is the duration of the assets. Low rated debt issued in 
1986 had an average maturity of eleven years. However, call provisions 
are common among these issues, thus making durations even shorter and 
more uncertain. 

The relatively short duration of the assets matched against long term 
liabilities places greater emphasis on the reinvestment rate 
assumptions. Aggressive pricing through the utilisation of a high range 
of reinvestment rates can be troublesome and, indeed, dangerous. 

This, in brief, outlines our principal reasons for promulgating 
Regulation 130. We live in a time when our economy has become extremely 
complicated, with great potential for sudden upheaval. The foreign debt 
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of banks, the trade deficit, the price of oil and many other issues are 
all cause for worry. The concern is compounded when you consider the 
number of people who are capable of creating mayhem in financial markets 
through mismanagement, irresponsibility or sheer greed. 

The job of the Superintendent of Insurance is to do everything in his 
or her power to make certain that those who have been granted the 
privilege of a New York license to sell the promise of insurance, do so 
in a manner that upholds the highest 'standards of professionalism and 
financial responsibility. 

Recently, we confronted the consequences of the New York property and 
casualty industry's irresponsibility. Several years of cash-flow 
underwriting, and the abandonment of basic insurance principles, resulted 
in a wrenching disruption to our local government operations and 
virtually every other sector of New York State's economy. Our response 
in New York was a comprehensive legislative package that renewed our 
commitment to effective regulation. I am proud to tell you that our 
Department has received inquiries about our new regulatory framework for 
liability insurance from every region of the country. 

I believe the public has the right to, and indeed expects, its state 
insurance regulator to anticipate potential problems in the marketplace 
and to act to solve them before they turn into disasters. With the new 
liability regulations, we now have the tools to act on the property and 



60 


- 10 - 


casualty side. I also believe we are well equipped to confront the new 
challenge the life insurance industry presents, provided there is no loss 
of will to regulate fairly, efficiently and effectively. I take this 
opportunity to assure you, and the public, that the New York Insurance 
Department does not lack that will. 

There should be no misunderstanding as to what was at stake in the 
promulgation of Regulation 130. As difficult as the liability crisis was 
and continues to be in some sectors, it is nothing compared to what could 
happen if even one of the major life insurance companies that market any 
of the new generation of products were to find itself unable to meet its 
obligations. The prospect of hundreds of millions or billions of dollars 
worth of policyholder obligations being thrown into the maelstrom of 
insolvency is simply unacceptable. It is in this context that we have 
promulgated Regulation 130. 

The New York Insurance Department is not alone in its concern over • 
concentrations in junk bonds. The Federal Home Loan Banking Board 
currently limits Federal savings and loan institutions to no more than - 
11% of assets in junk bonds. Congressman Dingell (D-Michigan) , Chairman 
of the House Energy and Commerce Committee, has demanded that the SEC 
investigate the degree, to which life insurers invest in junk bonds. 

Also of special interest is an article which appeared in the New York 
Law Journal on October 8, 1986 discussing the tort reform legislation 
signed into law here in New York on July 30, 1986. The article endorsed 
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the position that structured settlements, in certain cases, can be 
beneficial to both plaintiffs and defendants in providing protection to 
any injured person at a slightly lower cost to a defendant. However, the 
article concludes with the following cautionary comment: 

Hopefully, the Superintendent of Insurance of the 
State of New York, who must determine those companies 
which are suitable to write these insurance contracts, 
will prohibit 'junk bonds' from the investment 
portfolio of insurance carriers. Securities backing 
personal injury victims' payments should all be Df 
investment grade. 


Louis Lowenstein, Professor of Law at Columbia University, in an 
article entitled "Three New Reasons to Fear Sunk Bonds," cites an issue 
of paramount concern, namely that increasing numbers of corporations are 
terminating employee pension plans to recapture excess assets. Professor 
Lowenstein goes on to state: 

...To refund (sic) those pension obligations at the 
lowest cost, the employers often purchase 
single-payment annuity contracts from those insurance 
companies that can offer the best price. Of course, 
the companies that offer the best prices are those 
that have -invested heavily in high-yield bonds. 

Once the plan is terminated and the annuity contracts 
purchased, the employer may have no further 
responsibility to its pensioners, so that it has every 
reason to extract the last dollar of "excess assets" 
from the trust. But the greater the savings for the 
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employer, the greater the risk for the pensioners. 

These unsuspecting retirees and employees, who 
typically have no role in the bargaining and get none 
of the savings, are left to depend on an insurance 
company of uncertain worth. 

The risk of default on these annuity contracts may 
come from both ends of the investment spectrum. The 
least profitable junk bond issuers, being most 
vulnerable to an economic chill, may default on their 
obligations, and those that afe most profitable will 
try to redeem their high-coupon bonds and replace them 
with new securities with lower yields. An insurance 
company relying on junk bonds to sustain higher than 
ordinary levels of income might, therefore, see its 
income sharply reduced in both cases. 

The net effect of the assumption of these obligations by a life 
insurance company in New York is a potentially catastrophic shifting of 
exposure from the Federal Pension Benefit Guaranty Corporation to the 
various state life insurance guaranty funds. This at a time when, for 
the first time in 30 years, defined benefit pension plans are paying out 
more than they are receiving in contributions. 

A criticism often heard is that limitations on buyers Df junk bonds 
would also impose limits’ on issuers, which would ultimately hinder job 
formation and economic growth. This statement demonstrates a lack of 
understanding of the limitations contained in Regulation 130. Under the 
Regulation, our licensed companies could make general account investments 
in excess of $100 billion with unlimited separate account investments. 



63 


-13- 


That provides a market for publicly traded high risk-high yield bonds of 
nearly $200 billion just in the life industry licensed in New York. This 
represents almost three times the total amount of new high risk-high 
yield risk debt issued from 1978 through 1986. Accordingly, the 
Department's proposed regulation imposes no practical limitation upon the 
issuers of junk bonds. 

Junk bonds may be an appropriate investment vehicle in a diversified 
portfolio. Prudence dictates, however, that when the risks associated 
with a form of security are relatively high, principles of 
diversification and portfolio balance should be guides to the amount 
invested. We believe that Regulation 130 leaves all life insurers with 
authority to invest a substantial portion of their assets in junk bonds, 
but prevents excessive concentration in this form of investment by any 
one company. 

In conclusion, I want to say the process of developing Regulation 13D 
involved the broadest possible consultation with interested parties, 
intense staff review of the data and, of course, the opportunity for 
public comment. The Regulation is neither anti- junk bond nor narrowly 
restrictive. It is aimed at protecting against dangerous levels of 
concentration in a rapidly'developing type of investment. 

Regulation 130 is a straightforward effort to protect the life 
insurance buying public. It is consistent with the tradition of an 
Insurance Department whose commitment to consumer protection runs deep 
and strong. 
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Mr. Ose. Mr. Green. 

Mr. Green. Good afternoon, Mr. Ose. In response to your re- 
quest, California Insurance Commissioner Harry Low has directed 
that the California Department of Insurance cooperate with your 
investigation of the demise of Executive Life and the fraud per- 
petrated upon the department by persons and entities who, 
through that fraud, gained control of the assets and policies of the 
company. As you are aware, and it has been discussed this morn- 
ing, in 1999 the department filed suit seeking to have those per- 
sons and entities held responsible for their actions. 

I am Steven Green, Deputy Insurance Commissioner and Chief 
Counsel of the Department of Insurance. With me is Harry LeVine, 
Special Counsel to California Insurance Commissioner Harry Low. 
Mr. LeVine has a 13-year tenure with the department and for over 
3 years has been primarily responsible for the in-house direction of 
the department’s civil lawsuit. He is uniquely qualified to provide 
this committee with the factual information to assist your inves- 
tigation. 

I must respectfully ask that in questioning Mr. LeVine or me the 
committee consider two matters which are of great importance to 
Commissioner Low, which have been discussed with the staffs of 
the committee and your staff, and which we trust you can appre- 
ciate. 

First, considering that the department is involved in litigation 
over events which this committee is also investigating, we must en- 
deavor to avoid comments, speculation, and the like, which could 
conceivably prejudice the Commissioner’s position in that lawsuit. 

Second, as has been mentioned earlier today, in a matter of 
weeks California will again elect an Insurance Commissioner. The 
Commissioner at the time of the events you are investigating, John 
Garamendi, is the Democratic candidate for the office; Gary Men- 
doza is the Republican candidate. As two career California public 
servants, we must avoid any appearance that we are criticizing or 
favoring any candidate. 

Finally, I have a personal thank you for you, Mr. Ose, in whose 
district I live. As you learned this morning, another of your con- 
stituents is here, my son Samuel, a sophomore at the University 
of California at Davis. Samuel, for some reason, is impressed that 
I sit before a congressional committee. As I belong to the great uni- 
verse of parents who can never impress their 19-year-old children, 
I owe you and the committee a thank you. 

[The prepared statement of Mr. Green follows:] 
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Good Afternoon Chairman Burton, Representative Waxman and members of the House 
Committee on Government Reform. 

In response to your request, California Insurance Commissioner Low has directed that the 
California Department of Insurance cooperate with your investigation of the demise of Executive Life 
and the fraud perpetrated upon the Department by persons and entities who, through that fraud, gained 
control of the assets and policies of the company. As you are aware, in 1 999, the Department filed suit 
seeking to have these persons and entities held responsible for their actions. 

I am Steven Green, Deputy Insurance Commissioner and Chief Counsel of the California 
Department of Insurance. With me is Harry LeVine, Special Counsel to California Insurance 
Commissioner Harry Low. Mr. LeVine has a thirteen- year tenure with the Department and for over 
three years has been primarily responsible for the in-house direction of the Department’s civil lawsuit. 
He is uniquely qualified to provide this Committee with the factual information to assist your 
investigation. 

I respectfully ask that, in questioning Mr. LeVine or me, the Committee consider two matters 
which are of great importance to Commissioner Low; which have been discussed with the staffs of the 
Committee and of Congressman Osc; and, which we trust that you can appreciate. 

First, considering that the Department is involved in litigation over events which this Committee 
; also investigating, we must endeavor to avoid comments, speculation and the like which could 
"conceivably prejudice the Commissioner’s position in that lawsuit. 

Second, and as you are no doubt aware, in a matter of weeks California will again elect an 
Insurance Commissioner. The Commissioner at the time of the events you are investigating, John 
Garamendi, is the Democratic candidate for the office. Gary Mendoza is the Republican candidate. As 
two career California public servants we must avoid any appearance that we are criticizing of favoring 
any candidate. 

Finally, I have a personal “thank you” for the Committee and Congressman Ose, in whose 
district I live. Another of Mr. Ose’s constituents is here, my son Samuel, a sophomore at the University 
of California Davis. Samuel, for some reason, is impressed that I sit before a Congressional committee. 
As I belong to the great universe of parents who can never impress their nineteen-year-old children, I 
owe this Committee and Mr. Ose a “thank you”. 
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Mr. Ose. Thank you, Mr. Green. As a parent myself, I am often 
trying to find ways to get my children to raise their sights. So per- 
haps you might visit with Samuel about that, too. 

Mr. LeVine, for 5 minutes. 

Mr. LeVine. Good afternoon, Congressman Ose. Thank you for 
inviting me to speak today. 

I guess I need to sort of reiterate something that Mr. Green has 
just said, which is that with respect to the case I am not a witness 
to the facts that occurred in 1991 and don’t have any personal 
knowledge. So what I say today is simply my understanding of 
what occurred and my views as a lawyer on the matter. 

But I need to be particularly cautious in what we talk about be- 
cause it is, as has been said today, $1 billion case. I have heard 
some numbers of $6 billion. With punitive damages, who knows? 
But I need to be cautious because I can’t have things that I say 
and my thoughts being used to cross examine our witnesses, those 
people with actual knowledge, when their depositions are taken. 

We have heard some overviews already about the case. So I may 
be a bit redundant. I am going to try to keep it very short. 

Basically, this is a case in which the Insurance Commissioner al- 
leges that Altus Finance and Credit Lyonnais, both French govern- 
ment banks, intentionally concealed their ownership of the Califor- 
nia insurance company that was set up to take the Executive Life 
policies, that company being Aurora National Life Insurance Co. 
They concealed their ownership by written agreements, in some 
cases setting up fronts, and the fronts were their partners in the 
bid. 

In August 1991, Altus and a group that we call the MAAF group 
or the MAAF syndicate submitted a bid to buy Executive Life, and 
Altus was going to buy the junk bonds and the MAAF group was 
going to set up a new insurance company. What the secret agree- 
ment showed was that Altus was going to be a true owner of the 
insurance company. 

It is our belief in doing this that they violated the Federal Bank 
Holding Company Act, which at the time prohibited banks from 
owning insurance companies, and they violated California Insur- 
ance Code Section 699.5, which has changed a little bit, but at the 
time provided that a foreign government could not own a California 
insurance company if its ownership or actually its financial control 
of an insurance company would have a substantial or undue influ- 
ence upon that company. 

So I think getting the story a little bit out of order, but it is im- 
portant to keep in mind some facts, one of which is that so far in 
the development of this case the French don’t deny signing the con- 
tracts. There is no contention that the contracts weren’t effective 
or they aren’t contracts. The second is there is no denial that the 
contracts were not disclosed to the California Department of Insur- 
ance in the numerous filings that were made. 

I think, like I say, there has been no testimony so far — that the 
contracts do exactly what we say they do. They gave the French, 
Altus Finance, the ownership of 67 percent of the company. 

So, then, backtracking a bit, as you know, the Insurance Com- 
missioner seized Executive Life on April 11, 1991. In May 1991, he 
put out what can be called a request for proposals, letting people 
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know that he was negotiating with Altus Finance for something 
that would be called a definitive agreement, which would be a bid, 
and that other people could then, once that bid was set, bid against 
it. In a sense, the Altus bid would be a template for other bidders. 

So on August 7 the definitive agreement with Altus and the 
MAAF group was entered into. In the following months other bids 
were received. On November 14, 1991, if I have the date memo- 
rized correctly, the Altus bid was accepted by the Commissioner. 
Obviously, there are lots of interim steps there, but in the end we 
know that the bid was accepted. 

What was going on at the same time, or starting at that time, 
was a process that the California Department of Insurance goes 
through with anybody that wants to set up or own an insurance 
company. Insurance is a highly regulated business in California, 
and in order to own an insurance company or start one up, one has 
to get to set up a company an organizational permit, a stock per- 
mit, and eventually has to file an application for the license, which 
we call a Certificate of Authority. 

The Department of Insurance requires of anybody in those cir- 
cumstances that they submit financial information, information 
about where they are going to get their money to capitalize the 
company, about their own financial structure, their own organiza- 
tional structure, who owns them, in some cases who owns the peo- 
ple that own them, and all the financial connections or corporate 
connections between the new insurance company and the owners 
and the other people that they identify as having relationships 
with. 

When we think or when we know that there is a foreign entity 
that may be involved, we send out a questionnaire which we call 
a 699.5 questionnaire. One of the questions to be answered in there 
is, “Does any government entity direct, or have the power to direct, 
the management or policies of your company or of any persons 
owning, directly or indirectly, any shares or other interest in your 
company by means of any contract?” 

Starting in 1991 and continuing, I would say, almost through the 
closing of the transaction, which was on September 3, 1993, Altus, 
MAAF, and Credit Lyonnais, for that matter, made numerous rep- 
resentations that they would have no ownership of the new com- 
pany, Aurora. 

The declaration, the 699.5 declaration, was affirmatively an- 
swered “no” by all the purported owners, by MAAF, and I could 
name the other three or four, which we assert is a complete 
misstatement. We received in — I just list the months — September, 
October, November, December 1991; January, February, March 
1992, April 1992, up until the organizational permit was issued in 
May 1992, indicating the background of all the purported owners, 
and nowhere in there, of course, do they indicate that Altus has en- 
tered into secret agreements. 

What we know about the secret agreements, of course, is that 
two secret agreements were entered into with MAAF and Altus on 
August 6, 1991, and they state right in them: These will not be re- 
vealed to anyone. And a subsequent set of agreements was entered 
into with MAAF on, I believe — oh, I have got the date written 
somewhere — I think November 15, or thereabouts, in 1991. 
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Similarly, there were arrangements with Omnium Geneve, one of 
the other members of the MAAF group, and they had agreements 
in November 1992 and later. Those agreements, of course, also 
were not disclosed to the Department of Insurance in connection 
with any of its filings. 

Mr. Ose. Mr. LeVine, we are over here. So your testimony, I 
have a copy of your statement right here, and I presume you are 
running through it accordingly. I have actually read it. So how 
about we submit it for the record, so we can get to questions? 

Mr. LeVine. That would be fine. 

Mr. Ose. That is a great idea. Thank you. [Laughter.] 

[The prepared statement of Mr. LeVine follows:] 
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STATEMENT OF HARRY J. LEVINE 


Introduction 

Good afternoon. Thank you for inviting me to speak today about a civil lawsuit being 
prosecuted by the California Insurance Commissioner pertaining to a fraud that the Insurance 
Commissioner alleges was committed in connection with the insolvency of Executive Life 
Insurance Company. The lawsuit is titled Low v. Altus Finance, S.A., et al. (Case Number CV 
99-02829 AHM (CWx)) and it is pending in the United States District Court for the Central 
District of California (Los Angeles). In this suit, the Insurance Commissioner is seeking over a 
billion dollars from, among others, French companies that engaged in repeated deceptions 
designed to evade federal and California laws. The laws in question concerned prohibitions on 
ownership of non-financial institutions by banks and the ownership of insurance companies by 
foreign governments. In this case, it is our contention that a French government-owned bank 
conspired to secretly own a California insurance company that was set up to take over the 
insurance policies of Executive Life. Remarkably, the French bank's actions are well 
documented in numerous written agreements, memoranda, and other evidence which were 
hidden from the Insurance Commissioner. 

In 1991, in the Executive Life insolvency, a bidder comprised of a French bank and 
others proposed setting up a new California insurance company to take over Executive Life's 
insurance policies. The bidder identified certain European companies that would be the owners 
of the new insurance company and, in accordance with California laws and regulations, those 
companies submitted information about themselves to the Department of Insurance. The 
Department of Insurance diligently reviewed that information and approved their ownership of 
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the insurer. In September 1993, the new insurer took over Executive Life's policies and began 
conducting business. 

As has been reported in the press, a confidential whistleblower alleged in 1 998 that secret 
agreements existed between the French bank and European companies that owned the new 
insurer. The whistleblower claimed that those secret agreements showed that the French Bank, 
and not the European companies, had effectively been the owners of the insurance company and 
the European companies had been "fronts" for the French bank. 

r 

Upon learning of the whistleblower's allegations, the Insurance Commissioner obtained 
copies of certain of the agreements. The agreements were what they were reported to be; 
fronting arrangements hiding the French bank's true and improper ownership of the insurance 
company. Moreover, the agreements contained clauses expressly requiring that they be kept 
secret. 

Had the true ownership of the insurance company been disclosed to the Commissioner, 
the bid submitted by the bank would have been rejected. In light of the secret agreements, the 
Commissioner filed his suit in February 1999, seeking damages and disgorgement of all profits 
earned by the French bank and other participants in the bid. 

Background - The Executive Life Insurance Company Rehabilitation 

In early 1991, Executive Life Insurance Company became insolvent, in most part because 
it owned a very large portfolio of high risk "junk bonds” that had declined greatly in value. On 
April 11, 1991, the Insurance Commissioner obtained an order from the Los Angeles County 
Superior Court appointing him as conservator of Executive Life. Pursuant to the California 
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Insurance Code, the Commissioner then sought to rehabilitate Executive Life and to preserve as 
much of its value as possible for the benefit of its policyholders. 

After being appointed as conservator, the Insurance Commissioner engaged in 
negotiations with Altus Finance, S.A., a French bank, for a "definitive agreement" -- a bid — to 
take over Executive Life's assets and liabilities, including its bonds (both junk bonds and 
investment grade bonds) and its insurance policies. Altus Finance was owned primarily by 
Credit Lyonnais, which was also a French bank and which was owned by the government of 
France. In May 1991, the Insurance Commissioner issued a notice that upon reaching a 
definitive agreement with Altus Finance, all interested persons could submit competing bids. In 
August 1991, a definitive agreement was reached between the Insurance Commissioner on the 
one hand, and Altus Finance and a group of French and Swiss companies on the other hand. The 
French and Swiss companies were led by a French insurance company known by its acronym 
"MAAF." The bid, referred to as the "Altus/MAAF" bid, provided that Altus Finance would buy 
Executive Life's junk bonds and the MAAF-led group would take over Executive Life's 
insurance policies. The MAAF group eventually consisted of MAAF Vie (a subsidiary of 
MAAF), Omnium Geneve (a Swiss company), S.D.I. Vendome (a French company), and 
Financiere du Pacifique (a French company) 

The Altus/MAAF bid provided that Altus Finance would pay cash for Executive Life's 
junk bonds. In doing so, of course, the junk bonds would no longer be an asset of Executive Life 
and Executive Life's policyholders would not be exposed to any risk of further deterioration in 
their value. Because the bonds were removed from Executive Life, the Altus/MAAF bid was 
referred to as a "bonds out" bid. As to Executive Life's insurance policies, the Altus/MAAF bid 


3 



72 


provided that the MAAF group would establish a new California insurance company — Aurora 
National Life Assurance Company — which would take over the policies at reduced values. 
Because Altus Finance was a French government owned bank, it advised the Commissioner and 
the Los Angeles County Superior Court that Altus and Credit Lyonnais would have no 
ownership interest in, or control over, Aurora. 

As provided for in the May 1991 notice, the Commissioner used the Altus/MAAF bid as 
a template for other persons to make bids to take over Executive Life's assets and insurance 
policies. The Commissioner then received seven other bids to rehabilitate Executive Life. 

Unlike the Altus/MAAF bid, six of the bids were "bonds-in" bids (one bid did not include a 
proposal as to the junk bonds); that is, each of the bidders proposed keeping the junk bonds in 
Executive Life (or more accurately, in the new company that the successful bidder would set up 
to take over the Executive Life policies). In order to protect Executive Life's policyholders 
against further deterioration in the value of the junk bonds, each of the bonds-in bids provided a 
guarantee. In November 1991, after a further round of bidding, the Commissioner selected the 
Altus/MAAF bid. Prior to the Insurance Commissioner's selection of the bid, Altus Finance 
assured the Commissioner that it was complying with the federal Bank Holding Company Act 
and California Insurance Code section 699.5, which prohibited it from having an ownership 
interest in Aurora. Thereafter, the Los Angeles County Superior Court approved the selection of 
the Altus/MAAF bid. 


The MAAF Group Applications to the Department of Insurance 


4 



73 


Insurance is a highly regulated business in all 50 states, including California. In order to 
organize or purchase an insurance company based in California, prospective buyers or organizers 
must comply with numerous regulatory requirements and must submit, among other things, 
information regarding the proposed ownership of the insurance company. These requirements 
includes providing information not only about the proposed direct owners of the insurer, but also 
information about indirect ownership, contractual or other obligations regarding ownership, 
financing of the purchase, financial connections and biographical information. The foregoing 
information is provided to the California Department of Insurance in connection with the 
issuance of organizational permits, stock permits, and the issuance of the license to conduct 
insurance business (called a "certificate of authority.") 

The MAAF group started to provide information to the Department of Insurance in 1991 
about the members of its group in order to receive its permits and its certificate of authority for 
Aurora. Pursuant to the Department's requirements, the information pertained to both Aurora 
and its newly organized owner/holding company, named New California Life Holdings, Inc. 
Various further and supplemental submissions were made to the Department regarding the 
MAAF group. Accordingly, the Department oflnsurance received information about the 
organization and financial connections of MAAF, Omnium Geneve, Financiere du Pacifique, and 
S.D.I. Vendome. Consistent with representations that were also make in Court, nothing in the 
MAAF group's filings indicated that Altus Finance would have an ownership interest in New 
Califomia/Aurora. In fact, the MAAF group represented that Altus Finance would have no 
ownership interest in New Califomia/Aurora. 
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In 1991, California Insurance Code Section 699.5 provided that a foreign government 
could not own or financially control a California insurance company unless that ownership or 
control would not cause substantial or undue influence over the insurer. Because Credit 
Lyonnais and Altus Finance were French government owned banks, the Department of Insurance 
required each of the MAAF group members to provide information about their links, if any, to 
Credit Lyonnais, Altus Finance, or the French government. Each submitted a declaration to the 
Department of Insurance — under penalty of perjury — that there were no material links. 

The Aurora and New California filings were approved by the Commissioner and on 
September 3, 1993, the restructured Executive Life insurance policies and annuities were taken 
over by Aurora. 

The Artemis Applications to the Department of Insurance 

In December 1992, Artemis S.A., a French company indirectly owned by French 
businessman Francois Pinault and Altus Finance, bought a significant part of the ELIC junk 
bonds from Altus. Then, in the spring and summer of 1994 Artemis filed two applications with 
the Department of Insurance to buy 50% of New California, comprised of the shares owned by 
Omnium Geneve, Financiere du Pacifique, S.D.I. Vendome, and part of the shares owned by 
MAAF Vie. The applications purported to disclose Artemis' financial and contractual 
connections with Altus Finance and Credit Lyonnais. The applications were approved by the 
Commissioner, with certain conditions. Subsequently, in 1995, Artemis purchased the remainder 
of the shares held by MAAF Vie. At that point, Artemis owned 67% of New California. 
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The Secret Agreements and Misrepresentations 

In January 1999, the Commissioner obtained copies of agreements that had been entered 
into in 1991 (and later) between Altus Finance and MAAF and between Altus Finance and 
Omnium Geneve regarding the ownership of New Califomia/Aurora. The Insurance 
Commissioner contends that the agreements provided that Altus Finance would at all times be 
the true owner of MAAF's and Omnium's stock in New Califomia/Aurora. 

In light of these agreements, the regulatory filings that had been made by the MAAF 
group were false; MAAF and Omnium Geneve held their shares of New California as mere 
fronts for Altus. The Insurance Commissioner also learned that S.D.I. Vendome and Financiere 
du Pacifique held their shares of New California as fronts for Alms, the Insurance 
Commissioner contends that the MAAF group members had simply been "parking places" for 
Altus Finance's ownership. Similarly, the filings made by Artemis in 1994 were false. The 
Commissioner learned that Artemis purchased an undisclosed option from Altus Finance in 1992 
to buy Aurora. The Commissioner also learned that Artemis' disclosures of its relationships with 
Credit Lyonnais and Altus Finance were materially false. 

Had the terms of the secret agreements and arrangements been known, the Commissioner 
would have rejected the Altus/MAAF bid and the Artemis applications. The federal Bank 
Holding Company Act prohibited banks from owning insurance companies. Having owned the 
majority of Aurora by virtue of its secret agreements, the Altus/MAAF bid violated the Bank 
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Holding Company Act. Further, because the secret agreements and arrangements resulted in the 
ownership of a California insurance company by a French government owned bank, the 
Altus/MAAF bid violated California Insurance Code section 699.5. Further still, Altus Finance, 
the MAAF group, and the Artemis defendants submitted false information to the Department of 
Insurance in violation of other California Insurance Code sections. 

The Insurance Commissioner asserts that Altus Finance, the MAAF group, and Artemis 
participated in intentional acts designed to defraud the Insurance Commissioner and to illegally 
gain control of Executive Life's junk bonds and insurance policies. The Insurance Commissioner 
intends, through his lawsuit, to rectify this fraud. 

The Lawsuit 

In February 1999, the filed his suit against Altus Finance (now known as CDR 
Enterprises), Credit Lyonnais, MAAF, Omnium Geneve and others, alleging that they 
intentionally deceived the Insurance Commissioner in order to gain control of Executive Life's 
junk bonds and insurance policies. The suit was subsequently amended to add Aurora, New 
California, Francois Pinault, and the Artemis entities as defendants. The Commissioner seeks 
disgorgement of all profits gained by them and, alternatively, all damages caused by their acts. 
The suit is pending and a trial date has not yet been set by the court. 



77 


Mr. Ose. OK, now I am trying to make sure I understand the 
process by which we got to the point where the benefits to the pol- 
icyholders got a haircut. If you can keep that in mind as you enter- 
tain these questions, I would appreciate it. 

Mr. Corcoran, you were Commissioner of Insurance until 1990 in 
New York? 

Mr. Corcoran. Correct. I left February 1990. 

Mr. Ose. OK. Now California in 1988 passed some sort of a ref- 
erendum or initiative that made the Office of the Insurance Com- 
missioner elective, and then we elected our first Insurance Com- 
missioner in November 1990, and they were sworn in in January 
1991. 

Mr. Corcoran. Right. 

Mr. Ose. So your tenure actually predates us even having an 

Mr. Corcoran. Elected Commissioner, yes. 

Mr. Ose. Correct. 

Mr. Corcoran. Roxanne Gillespie was appointed Commissioner 
at the time. 

Mr. Ose. Up until the time 

Mr. Corcoran. Right. 

Mr. Ose [continuing]. When the elected Commissioner was ap- 
pointed, we had an appointed Commissioner? 

Mr. Corcoran. Correct. 

Mr. Ose. OK. I mean, I can tell from your testimony what the 
answer to this question is, but you were familiar with the problem 
of junk bonds in terms of how big of a percentage of a portfolio of 
an investment company or an insurance company it comprised? 

Mr. Corcoran. Correct, and my concern was triggered by the 
medical malpractice crisis that we had had in New York a few 
years prior to that. We were compelling the use of structured set- 
tlements. I felt it was my obligation to make sure that any struc- 
tured settlement purchased by anyone would be a high-quality 
company, not a company that was backed up by junk bonds. 

Then the next thing we got involved with was the pension situa- 
tion. That really brought it to my attention in 1985. 

Mr. Ose. So the medical malpractice issue that arose in New 
York had to do with concerns on your part that there wouldn’t be 
sufficient income to service the structured settlements that came 
out of that litigation? 

Mr. Corcoran. One of our reforms to all legislation in New York, 
we changed — there is a substantial tort for medical malpractice, 
but one of the key things was really kind of imposing structured 
settlements on these medical mal. awards to make sure that these 
people did not ultimately become wards of the State. Based on that, 
it was our obligation to make sure that anyone doing business in 
the State of New York issue structured settlements of the highest 
quality. 

It was brought to my attention that this Executive Life Co. had 
a large portfolio of junk bonds. That was our initial awareness. 

Mr. Ose. So you were concerned about the quality of the bonds 
underlying 

Mr. Corcoran. Well, the lack of diversity in their portfolio. 

Mr. Ose. So you moved to put a limitation, a 20 percent limita- 
tion, on the amount of junk bonds you could have in your portfolio? 
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Mr. Corcoran. For a domestic life insurance company, correct. 

Mr. Ose. Now are the domestic life insurance companies the 
same entities that were doing the medical malpractice structured 
settlements? 

Mr. Corcoran. Correct. 

Mr. Ose. OK. 

Mr. Corcoran. They have to be licensed. Some are licensed; 
some are domestic, right. 

Mr. Ose. So let me ask the question directly, and you can just 
reiterate that: Why did you act to impose a limitation on the junk 
bonds? 

Mr. Corcoran. Well, one, beyond the fact that we were con- 
cerned about the lack of diversity in their portfolio, that we were 
concerned ultimately the company become insolvent. To us, the 
particular company, of course, was in my view unfairly competing. 
Executive Life in New York became, in my view, we call it a 
“Judas-co.” of the industry. They were promising 13 percent 

Mr. Ose. Versus the 9.9? 

Mr. Corcoran. The 9.9. Now the other companies, of course, 
fully realized that that is what they were competing against. I al- 
ways felt, as a regulator, a regulator’s key job is to make sure there 
is a fair competitive environment. So I did have the support of 
most of the domestic industry in New York when I did impose a 
20 percent. Only a few companies opposed me. I think it was Presi- 
dential and Executive Life. We acted to make sure that the envi- 
ronment was fair. 

Mr. Ose. Were you ever approached by Michael Milken or other 
junk bond salesmen during your tenure? 

Mr. Corcoran. Well, we had several would-be appointments 
with the chairman of Drexel who didn’t show up. He kept wanting 
hearings or meetings, but the only meeting I had face to face with 
Mr. Milken was a reception held in, I think it was, Orlando in De- 
cember 1986, where he approached me at a cocktail party with two 
bodyguards. They were not my bodyguards; they were his body- 
guards. 

And he came over and he said, “Hello, Jim.” And I asked him 
who he was, because I had never met him. He then went on to — 
he wanted to buy me dinner, and I told him that it was inappropri- 
ate to be buying me dinner in light of the fact that we had this 
issue out there, and we had a long conversation. He was convinced 
that if I had only fully understood this issue, I would have a great 
future, and I was touched that he was worried about my future. 

Mr. Ose. Who was the chairman of Drexel at the time he re- 
quested this 

Mr. Corcoran. I believe it was Josephs at the time. 

Mr. Ose. Do you remember the first name, for the record, of Mr. 
Josephs? 

Mr. Corcoran. It was Lenny, Leonard Josephs? I might have it 
here somewhere. I will dig it up for you, Mr. Chairman. 

Upon my return to my office, Mr. Milken sent me a flashlight 
and 1,000 shares of Drexel and a “happy Christmas.” He allegedly, 
in my name, gave $15,000 to some charity, which, of course, I re- 
ported all of these things to the attorney general, because, as you 
well know, it wouldn’t look good. 
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So from then on, it was quite — every lobbyist was retained to — 
my good friends would call up and get permission to oppose me be- 
cause they were giving them huge amounts of money to try to stop 
this cap, and it didn’t work. 

As a matter of fact, between the hearing we had and the issuing 
of the regulation, we fined Executive Life of New York $250,000 
and required the parent company to put $155 million more cash 
into the New York company. So at the end of the day, the New 
York company was in pretty good shape. 

Mr. Ose. So you had in New York a sister company, if you will, 
to Executive Life of California? 

Mr. Corcoran. Right. So when the State, when the California 
company was seized, New York was able to have its own separate 
rehabilitation and liquidation sale. 

Mr. Ose. Are you familiar with the insolvency that occurred at 
Executive Life of California? 

Mr. Corcoran. Well, I am only familiar to the extent, one, I am 
familiar with all the issues involved from reading it, but also about 
I represented a group of GICs who were trying to get recovery from 
both the Guarantee Fund and Executive Life subsequently, prob- 
ably in 1992. 

Mr. Ose. OK. Now given that, as the Commissioner in New York, 
you identified some flaws, in your opinion, in terms of how Execu- 
tive Life might have been operated. What procedures did you insti- 
tute to protect the policyholders of New York? No. 1, you moved to 
reduce the amount of junk bonds in the portfolio underlying the 
structured settlements? 

Mr. Corcoran. Right. 

Mr. Ose. Were there other steps that you took? 

Mr. Corcoran. Well, I would say, clearly, from 1986 to at least 
my end of office they were on the radar screen, and we were mak- 
ing sure that dividends were not going from the subsidiary in New 
York to the parent inappropriately. We were making sure that as 
quickly as possible they had to file a plan with the Department 
showing divestiture and diversification of their investment port- 
folios. So that was ongoing from 1987 on to my leaving office 3 
years later. 

Mr. Ose. Did you ever take any affirmative steps regarding the 
structure of the assets and liabilities underlying the portfolio? In 
other words, keeping the bonds with the liabilities? 

Mr. Corcoran. Sure. Well, the department, by actively looking 
at it — I am sure California does the same thing when they monitor 
a company. We were making them reduce their junk bond portfolio. 
That was the most proactive thing we could do. Plus, we put the 
responsibility on the board of directors. 

Mr. Ose. In what way? 

Mr. Corcoran. Well, we told the board of directors, as I noted, 
the regulation says — I may use the proper language, go back to my 
notes for a second. “Require the board of directors of any domestic 
life insurer that invests in junk bonds adopt a written policy in- 
cluding quality and diversification standards with respect to its 
junk bond investments.” 

This way, if things went bad, the directors can’t say, “Gee, no one 
told me. I was out in the men’s room when they voted on that,” or 
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anything like that. I told the board members that if there is a 
shortfall and this company goes down, we are going to be looking 
to you. Fortunately for the policyholders of New York, there was 
no need to do that because the company was able to pay its obliga- 
tions. 

Mr. Ose. Now you did require an additional capital investment 
from the parent of $155 million? 

Mr. Corcoran. Correct. 

Mr. Ose. Into the New York subsidiary? For what purpose was 
that done? 

Mr. Corcoran. Keep it solvent, keep it liquid, keep it liquid. 

Mr. Ose. So you had looked at the portfolio over time, and the 
relative solvency or insolvency led you to that step? 

Mr. Corcoran. Correct. Of course, and we had some real con- 
cerns about their accounting at that time. We fined them based on 
their accounting creativity. 

Mr. Ose. In terms of valuing the bonds? 

Mr. Corcoran. Valuing their entire portfolio and their reinsur- 
ance. 

Mr. Ose. And that $250,000 fine was 

Mr. Corcoran. That was a straight-out fine. 

Mr. Ose. That was punitive in nature for the purpose of sending 
them a clear and unequivocal message that that was not going to 
be tolerated? 

Mr. Corcoran. Correct. 

Mr. Ose. All right. Now in the process of the collapse of the par- 
ent and the subsequent dealing with that portion of Executive Life 
that existed in New York, what losses, if any, occurred to the New 
York policyholders? 

Mr. Corcoran. Well, of course, I was no longer superintendent 
when it occurred. Sal Curiale succeeded me as my first deputy. But 
from my understanding, there were no losses and no long-term 
agony for the policyholders. MetLife I think ultimately came in and 
assumed the book, and I think for them it was lucrative, but the 
policyholders were not damaged in any way. 

Mr. Ose. So MetLife assumed both — they took both the bonds 
and the accompanying liabilities? 

Mr. Corcoran. I believe they took the whole thing 

Mr. Ose. The whole thing? 

Mr. Corcoran [continuing]. But I might not be correct on the 
exact because I wasn’t there. There was some minor Guarantee 
Fund assessments for some products, but it was very minor. 

Mr. Ose. Now your successor’s name for the record? 

Mr. Corcoran. Sal Curiale. 

Mr. Ose. Could you spell it? 

Mr. Corcoran. C-U-R-I-A-L-E. 

Mr. Ose. OK. Are you — I am sure you have been. I don’t know 
if you were then, but you are now. Are you familiar with the reha- 
bilitation plan for Executive Life of California? 

Mr. Corcoran. Only from recollection, from having represented 
the GIC group. I read it, obviously, and gave opinions to that group 
of clients, but it would be only recollection. 
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Mr. Ose. Now I have a copy of the original memorandum solicit- 
ing the bids and the like, and I have been through it. I think I am 
on my fourth read of it. So it is starting to sink in. 

Mr. Corcoran. Well, I was doing it for billable hours, so it was 
no problem. [Laughter.] 

Mr. Ose. There are a number of suggestions in this as to how 
the Commissioner or the conservator chose to proceed. I would be 
curious about just some feedback, and you will see it on the screen 
here, the memorandum itself. I would be curious about your feed- 
back. Was this particular approach that is laid out in this memo- 
randum sound in your opinion? 

Mr. Corcoran. In all fairness to the California department and 
my own opinion about what could occur in the future, what should 
occur, this was new ground then. This was probably the most com- 
plicated, biggest insolvency, and there were many people, including 
the NOLHGA, which is the National Organization of Life/Health 
Guarantee Associations, making bids and discussions on this. 

Mr. Ose. There were, in fact, eight bids, if I recall? 

Mr. Corcoran. There were eight bids, and I think NOLHGA 
itself might have made a bid. 

Mr. Ose. They did make a bid, yes. 

Mr. Corcoran. NOLHGA made a bid themselves. 

Mr. Green. NOLHGA’s was one of the eight bids. 

Mr. Ose. Correct. 

Mr. Corcoran. So, I mean, I am aware of that, aware of that sit- 
uation, but I was not sitting in the driver’s seat. No one was telling 
me what the real value of the bonds was and how it was shaky. 
Don’t forget, I came with a predisposition of calling them junk 
bonds. So I wouldn’t, you know 

Mr. Ose. Your dealing with the collapse in New York 

Mr. Corcoran. Well, there wasn’t much of a collapse. 

Mr. Ose. OK. For whatever reason, but the issue that you dealt 
with 

Mr. Corcoran. It is an issue I am proud of. 

Mr. Ose. I understand that. 

Mr. Corcoran. So we didn’t get the collapse. 

Mr. Ose. We will go through that, if you want, but the manner 
in which you 

Mr. Corcoran. I put up with a lot of aggravations so that thing 
didn’t collapse, so I figured I would just point that out. 

Mr. Ose. The manner in which you handled it in New York, if 
I understand, you approached it on a bonds-in basis? In other 
words, you left the bonds in the company and worked through it? 

Mr. Corcoran. Worked through it. There were liquidity prob- 
lems. 

Mr. Ose. Why did you choose a bonds-in versus a bonds-out ap- 
proach? 

Mr. Corcoran. Well, I didn’t get to choose, but my successor got 
to choose because there was enough liquidity. The domestic indus- 
tries were cooperating. The Guarantee Fund in New York was co- 
operating because they saw the company was not in dire straits, 
and, ultimately, I believe MetLife took it over, and it was not going 
to be an issue of pulling out the bonds. 
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Mr. Ose. In your opinion, do you have to take these things on 
a case-by-case basis or is there kind of a template that you would 
work with? 

Mr. Corcoran. Well, a template that I would suggest for the fu- 
ture — we can jump ahead and I will come back to this — is you can 
look at every one of these major agonies, Confederation Life, Bald- 
win, Mutual Benefit, Executive Life, and once the rehabilitation 
process is triggered, and this is what is very difficult for them, and 
thank God it is not my job, all sorts of rights begin to vest. You’ve 
got issues of, will somebody get a priority if you pay this one and 
what share of assets? 

I think the rehabilitation process in and of itself must be 
changed. There is no reason to go through this agony because you 
have these guarantee fund associations, who ultimately pay the 
shortfall assessment. 

There is no reason not to have a Federal FDIC guarantee asso- 
ciation with standing to come into these companies and say, “OK, 
we’re ultimately going to pay the assessment anyway. We are now 
going to assume running it.” 

To make sure it is not anticompetitive, the Commissioner would 
oversee it and start running these companies now, because, as in 
this situation, ultimately, the bonds, as no one knew at the time, 
proved to be more valuable than people thought. Surely, the policy- 
holders should not have gone through this suffering. We all agree 
with that today, but that, of course, is 20/20 hindsight. 

But the system needs to be changed because I was always very 
reluctant — and while I was in there, I was the longest-tenured su- 
perintendent except for the first one in 1865 who was paid $10,000 
a year for 10 years, which was a very good salary in 1865. 

I was very reluctant to take companies down. I made sure I went 
in quickly enough to them to stop writing certain lines of business. 
We took down 23, but they were small property casualty companies 
that were just badly run. But I knew the minute you triggered a 
rehabilitation process, you landed up in a State court. Not like your 
Federal bankruptcy court, where you have judges who are trained 
in the area, who can look at it and understand the rights — because 
I have testified as an expert in the Federal bankruptcy court. You 
have all these rights that vest. All of a sudden, the carcass is being 
pulled apart by investment bankers, lawyers, accountants, actuar- 
ies, and it really is a feeding frenzy. 

It is something, unfortunately, the commissioners don’t have the 
standing to resist or can they legally. So whatever plan was put 
forward here, I am sure in its time and moment it seemed like a 
good idea, but the whole system needs to be changed. 

So that is why I was always reluctant. In New York we had some 
troubled companies which will go unnamed, but we sat them down 
and we had the ability to say, “You can’t write this line. We’re not 
going to go public,” without putting them into rehabilitation. 

I had a standard speech I made, and people used to kid me about 
it: the will to regulate, the will to act. That is what you really need- 
ed. 

Now I think when John Garamendi took over, by that time my 
own opinion was Executive Life was long gone because the junk 
bond market had become illiquid, a market that Drexel had ere- 
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ated, and there is no recourse back. That was one of our concerns 
back in 1987. 

Mr. Ose. Do you know of any — let me rephrase this. Your succes- 
sor had to deal with the Executive Life of New York issue. 

Mr. Corcoran. Right. 

Mr. Ose. Are you aware of any contacts that he may have had 
in terms of the rehabilitation plan itself relative to, say, MetLife’s 
ultimate purchase or any other bidders? 

Mr. Corcoran. Oh, sure, I am not privy to the confidential, but 
I am aware of the discussions when they were discussing with him 
to see what went on. 

Mr. Ose. One of the things that I find most curious and I am try- 
ing to understand is the provision that I am aware of at least 
anecdotally relative to the sale of these companies. There is some- 
thing called a put-back provision where, if someone comes in and 
buys the portfolio of an insurance company, all the bonds and what 
have you, apparently, there are provisions in some of these agree- 
ments whereby the buyer has a certain period of time after the 
close to put unsatisfactory bonds back to the seller. Are you famil- 
iar with this? 

Mr. Corcoran. No, I have never dealt with one of those. 

Mr. Ose. You understand the concept? 

Mr. Corcoran. I understand the concept. I understand the con- 
cept in a private sector way, but not as a regulator. 

Mr. Ose. You have never done that? I mean, you never did that 
during your tenure? 

Mr. Corcoran. No. We never had it in my tenure. 

Mr. Ose. Why wouldn’t you do that? It seems to me like to facili- 
tate a sale 

Mr. Corcoran. As a regulator? 

Mr. Ose. Yes. 

Mr. Corcoran. The issue never came as superintendent. In fact, 
we never had that situation. Why would I not do that? Well, my 
own theory as a regulator was people would come forward with in- 
vestment proposals and all sorts of wonderful things, and if I didn’t 
understand them, I said, “Look, we’re not doing it.” If it is too com- 
plicated, we are not in the business of risk assumption here; we are 
in the business of getting things done in the open light of day, and 
whatever is simple, I am keeping it simple. 

Mr. Ose. I have to admit I am not Michael Milken, or whatever. 
I have a passing understanding of the put -back concept. If I came 
to New York and I had approached you and said I would like to 
buy the seized company known as Executive Life of New York but 
I would like a period of time after close to go through the bond 
portfolio and basically cull out that which I really don’t want and 
put them back to you, what would your reaction have been? 

Mr. Corcoran. Well, I am not trying to be argumentative here, 
but if I were in a multicomplex situation like that, I would prob- 
ably have to go get experts to tell me that that is something you 
do, because I am a lawyer by training, and it sounds like some- 
thing that the Wall Street brokers would know more about. I would 
have to find out if that is fair and normal, and how does that bene- 
fit the policyholders. So they would have to give me their analysis. 
Is this the only way I can get the bonds sold? Maybe it is true. 
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Maybe it isn’t. But I think you would have to go through that proc- 
ess. 

My first reaction to it would be, well, you’ve got to convince me 
that that is the best thing for the policyholders, and maybe they 
could. I don’t really 

Mr. Ose. It seems to me that the ability to put back bonds from 
the portfolio that you don’t want is almost a risk-free guarantee. 

Mr. Corcoran. It sounds good to me, but the only question I 
would have there is, are you the only one that wants to buy this? 
Am I so illiquid — and I think I don’t really know this, but let’s pre- 
sume that this company was so illiquid, and I think that was its 
problem initially, and you guys can tell me whether or not it was, 
that they needed cash. I don’t know how far my back would be to 
the wall to agree to something like that. It had to be pretty far 
back. 

Mr. Ose. But you dealt with technical insolvencies also? 

Mr. Corcoran. Well, we never had something like that, no. No, 
no one 

Mr. Ose. In this issue, in those situations where you did have 
a technical insolvency, I mean you would make a judgment as to 
the revenue stream and whether it could meet the demands of pol- 
icyholders in the structured settlements? 

Mr. Corcoran. And the other one you had, they were mostly 
small insolvencies, and I had the Guarantee Fund to lean on if 
there was a shortfall. Now, of course, the Guarantee Fund would 
say, do whatever you can do to make my assessment as small as 
possible, and they are sitting at a table with you. So if someone 
came to me with a complex deal like that, I would probably turn 
around to the Guarantee Fund and say, “Well, you know, you’re the 
guys who are ultimately going to pay the price. This is a national 
group. Is this the best thing to do? Tell me. I’m not an expert in 
all areas. I will admit I don’t understand all these things, but ex- 
plain to me why I should do that.” 

Mr. Ose. So you would negotiate whether or not to include a put- 
back provision into any such deal? 

Mr. Corcoran. The only criteria I would have, is this the best 
thing for the policyholders? 

Mr. Ose. OK. 

Mr. Corcoran. I have a real simple criteria as Insurance Com- 
missioner. It was, is that best for the policyholders? 

Mr. Ose. From your understanding of the Executive Life of Cali- 
fornia deal, if that included a put-back provision, would that have 
been beneficial to the policyholders? 

Mr. Corcoran. I am just guessing here, so the testimony isn’t 
that valuable. But if it was the only way out, if there was nobody 
else at the table, if everybody wanted that, if this was the highest 
price I could get for the bonds — I wasn’t sitting there doing the ne- 
gotiating, I can’t tell you. 

But I do know that the company was illiquid, and they wanted 
to start paying claims, I presume, to policyholders as fast as pos- 
sible. 

Mr. Ose. It is my understanding they were technically insolvent 
also. 
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Mr. Corcoran. Yes, there was a liquidity issue. Now in hind- 
sight we all agree it was liquidity and the thing could have prob- 
ably within time come out of it, but at that time they needed cash 
desperately. That I do know. I don’t know what else 

Mr. Ose. Of the seven or eight bids that were received, I am only 
aware of one that ended up having the put-back provision included. 

Mr. Corcoran. I am, Mr. Chairman, unaware of any of these. 

Mr. Ose. OK. 

Mr. Corcoran. All I know is there were seven or eight bids, and 
NOLHGA made a bid, and the Guarantee Funds make bids. Of 
course, the Guarantee Fund’s effort there, don’t forget, I mean in 
all fairness to the Guarantee Fund, they represent all the compa- 
nies that competed with Executive Life and lost business, and now 
they get the privilege of paying the bill. 

Mr. Ose. Right. 

Mr. Corcoran. So they’re not happy bunnies when they are sit- 
ting at the table because their whole thrust is try to pay as little 
as possible. So that is why I do believe that we need to go to a Fed- 
eral system, much more comprehensive, and stop this process, 
which is every Commissioner loses control the minute it gets into 
that courtroom, because then it becomes the great game. 

Mr. Ose. OK, this has been very illuminating. I appreciate your 
time. 

Mr. Corcoran. I appreciate the opportunity. 

Mr. Ose. Mr. Green, your tenure at the Insurance Commission 
commenced when? 

Mr. Green. Actually commenced on the evening of July 5, 2000, 
when Bill Lockyer called me to his office and said, “Tomorrow 
morning Law Professor Clark Kelso is going to take over for Mr. 
Quackenbush and you get to go over to the Department of Insur- 
ance to be the Deputy Commissioner and Chief Counsel.” 

For the almost 12 years previous to that, I was Deputy Attorney 
General of the State of California. I still technically am; I am on 
leave and I will be returning to that position whenever my tenure 
at the department is over. 

Mr. Ose. So from 1988 to 2000 you were at the AG’s office? 

Mr. Green. Yes. 

Mr. Ose. You are on temporary assignment, so to speak, over at 
the IC’s office at this point? 

Mr. Green. Right, right, and most of my hours as a deputy attor- 
ney general from 1988 to 2000 were spent representing the Depart- 
ment of Insurance. 

Mr. Ose. In the course of the transaction in which Executive Life 
was seized, what deliberations occurred? Did the office go outside 
for third-party advice? How did they make the decision that in fact 
the company was insolvent? 

Mr. Green. It is very hard for me to say. I need to give you a 
little bit of background. 

Mr. Ose. OK. 

Mr. Green. In December 1990, approximately a month before 
Mr. Garamendi took office as the first elected Commissioner, Com- 
missioner Gillespie, the last appointed Commissioner, came to John 
Vandecamp, who was then the attorney general, and basically said, 
“I’ve got a problem with this company and I need specialized out- 



86 


side counsel to help me with this problem.” Attorney General 
Vandecamp, pursuant to his ability under the California Govern- 
ment Code, gave that permission. 

So what subsequently transpired is that the attorney general’s 
office never was really part of the representation, never has been 
part of the representation, of three now, four now, Commissioners 
in connection with Executive Life because, as I understand it, Mr. 
Garamendi took that initial approval from John Vandecamp and 
took the position that he was, therefore, entitled to only use outside 
counsel, never use the attorney general for any matter involving 
Executive Life. 

So while, for some technical reasons, Dan Lungren’s name was 
on some of the pleadings in Executive Life, my office, that office, 
had nothing to do with it. I don’t know what Mr. LeVine has seen 
in the documents about the deliberative process, but, unlike we 
were mentioning today when we were speaking before the hearing, 
the Pacific Standard case, which I was lead counsel for the Com- 
missioner as a deputy AG for 10 years, I don’t know what processes 
the department went through. Maybe Mr. LeVine has some infor- 
mation from the documents that he has looked at. 

Mr. Ose. So you wouldn’t know whether or who advice was 
sought from? 

Mr. Green. Well, I do know, because it is part of the record, that 
the law firm that Ms. Gillespie hired was Rubenstein and Perry. 
I do know that Mr. Carl Rubenstein took a lead role in represent- 
ing first Roxanne Gillespie and then John Garamendi in the court 
proceedings. I do know that. 

I don’t recall as I sit here — maybe Harry does — the names of 
other law firms that were involved, but I do know that law firm 
was basically lead counsel for the Insurance Commissioner in the 
Executive Life proceedings in the early nineties. 

Mr. Ose. OK. Mr. LeVine, the same question. 

Mr. LeVine. Yes, I didn’t work on Executive Life at the time. So 
it is my understanding that the department staff, financial staff, 
worked on — yes, the question was monitoring the solvency of the 
company, I believe. I know that department staff worked on that. 

I don’t know whether there were experts. I know that once Exec- 
utive Life went under, as Mr. Green just mentioned, they hired 
Rubenstein and Perry, and they hired lots of other consultants. But 
prior to the insolvency, I am unclear right now on whether some- 
one else helped in the analysis of the financial picture. 

Mr. Ose. So in December 1990 Commissioner Gillespie ap- 
proached Mr. Van de Kamp and said, “I’ve got a problem.” Van de 
Kamp approved Gillespie going outside for third-party counsel, so 
to speak. Then, subsequently, the newly elected Insurance Commis- 
sioner came into office, inherited Rubenstein’s firm as the lead 
counsel on the case? 

Mr. LeVine. I believe that’s correct, and Rubenstein and Perry 
certainly was the lead counsel in the conservation. 

Mr. Ose. In terms of Gillespie’s determination in December 1990 
as to the insolvency or lack thereof at Executive Life, who would 
have been involved in that deliberative process at the Insurance 
Commissioner’s office? 
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Mr. Green. For sure, one of the people who would have been in- 
volved is Norris Clark, who remains the Deputy Commissioner for 
Financial Affairs and a very nationally respected individual. 

Mr. Ose. Norris Clark? 

Mr. Green. Clark, yes. What he does, he for sure would have 
been involved. After that, between Norris and Roxanne Gillespie, 
you know, I don’t know who that would be. I have seen — and I 
have the ability to waive the attorney/client privilege, and I am to 
a certain extent — I have seen the memo that went from 

Mr. Ose. I will be clear: I haven’t asked you to do that. 

Mr. Green. I know that, sir. I know that. 

I have seen the memo once that went from then-Commissioner 
Gillespie to Mr. Vandecamp. I just recall it saying that there was 
a problem and there was a need for specialized counsel. You know, 
I haven’t probably looked at it in 8 or 9 months. I had a reason 
to look at it about 8 or 9 months ago, and that is the first time 
I had ever seen it. 

Mr. Ose. Mr. LeVine, you are currently at the Department of In- 
surance? 

Mr. LeVine. Yes. 

Mr. Ose. As counsel, you are career counsel at the Department 
of Insurance? 

Mr. LeVine. Yes, I am. 

Mr. Ose. Your primary duties and responsibilities include what? 

Mr. LeVine. My primary responsibility is overseeing this current 
piece of litigation. 

Mr. Ose. Relating to Executive Life? 

Mr. LeVine. Relating to Executive Life and some other issues re- 
lating to Executive Life that still need to be resolved. 

Mr. Ose. Such as? 

Mr. LeVine. There are some trusts that are out there that are 
making distributions. There are legal issues that come up occasion- 
ally. Every now and then we need to modify the rehabilitation 
agreement to facilitate a distribution, things like that. 

Mr. Ose. OK. So you have, is it fair to say that you have day- 
to-day management responsibilities of the Commissioner’s suit 
against Credit Lyonnais? 

Mr. LeVine. Well, subject to Mr. Green’s review, yes. 

Mr. Ose. OK. Can you review for us briefly the events that led 
to the purchase of most of the assets of Executive Life by agents 
and subsidiaries of Credit Lyonnais, just generically? I just want 
to put it on the record relative to your guys’ understanding. 

Mr. LeVine. Well, I mean, I am not sure if I understand what 
you are asking, but the basic outline is starting with, I guess, 
the 

Mr. Ose. Let me be a little more specific. 

Mr. LeVine. OK. 

Mr. Ose. We are talking about the initial overtures from the pur- 
ported buyer, whether it be Credit Lyonnais or otherwise. Did the 
Commissioner’s office get approached early on, and were there any 
communications back and forth? 

Mr. LeVine. Well, I can tell you what I know about that, but, 
again, here is where I want to indicate that I need to be cautious 
because I am not the witness and there will be people who will be 
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deposed and testify about various contacts and what they said, 
what they meant. 

But it is my understanding that Altus was already working with 
Executive Life before the insolvency on their own presumably pro- 
posed recapitalization or restructuring, or whatever it might have 
been. I believe there were some meetings or a meeting — I don’t 
know if I should use the plural — with the Commissioner prior to 
the seizure of the company. But on April 11, 1991, the Commis- 
sioner was appointed as conservator and seized the company. 

Mr. Ose. Now would it have been illegal for Credit Lyonnais to 
have openly purchased the assets of Executive Life in 1991? 

Mr. LeVine. Yes, I believe so. It would have violated the Bank 
Holding Company Act. I don’t think they were able to do that. 

Mr. Ose. And you are indicating that Altus may have approached 
the Commissioner’s office prior to April 11, 1991? 

Mr. LeVine. Right, but I don’t mean 

Mr. Ose. You don’t know what the reason was? 

Mr. LeVIne. Exactly, and I don’t know that Altus was proposing 
buying the company or proposing some piece of it or working with 
someone else. I don’t know the nature of the approach. 

Mr. Ose. Do you know when the Commissioner’s office was first 
approached by the agents of Credit Lyonnais? 

Mr. LeVine. No, I don’t. 

Mr. Ose. OK. 

Mr. LeVine. I mean, I think it was sometime in — actually, I 
shouldn’t speculate. I mean I’m going to guess. I will speculate. 
Sometime at the end of 1990 or early 1991. 

Mr. Ose. Do you know what was discussed in those meetings? 

Mr. LeVine. No, I am not the person that would know the an- 
swer to that one. 

Mr. Ose. There is a memorandum that was put out dated May 
21, 1991, entitled, “Memorandum,” and it is addressed to “Parties 
Interested in Financial Participation in Executive Life Insurance 
Company Rehab. Plan.” This is the document, and I would be 
happy to have the clerk deliver the document to you. 

The question is, are you familiar with this document? 

Mr. LeVine. I have seen the document, and I know generally 
what it is. 

Mr. Ose. Does this document constitute the requirements for bid- 
ders interested in purchasing Executive Life? 

Mr. LeVine. That is my understanding, but I haven’t, again, I 
haven’t worked with the witnesses and the people that drafted it, 
and don’t know the context, but on its face that appears to be what 
we would have called an RFP. 

Mr. Ose. So this is, if you will, the initial document, the purpose 
of which would have been to move forward with rectifying the situ- 
ation that arose from the insolvency of Executive Life? In other 
words, this kind of is the road map that we are going to go down? 

Mr. LeVine. I think whether it was the initial document or not, 
again, I don’t know, but it was certainly a public pronouncement 
of how the Commissioner was going to go about getting a definitive 
bid and then inviting overbids, other bids. 

Mr. Ose. Do you have a copy there with you? 

Mr. LeVine. Yes, I do. 
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Mr. Ose. OK. If you will look at page 2, section 2, titled, “Gen- 
eral Structure of Rehabilitation,” the second sentence states, “The 
general concept is that all fixed assets and liabilities would be 
transferred from ELIC to NEWCO.” 

If I read that correctly, the initial proposal, as represented in 
this memorandum, would track fairly closely what transpired in 
New York in the sense that the original bid requirement was for 
both the assets and the liabilities to be transferred to the proposed 
new company. Am I reading this correctly? 

Mr. LeVine. Well, here’s where the rubber meets the road on my 
sort of not having personal knowledge. I mean, I could read that 
and I agree it says, “fixed assets,” but I don’t know whether that 
means selling the bonds and taking the cash and giving it to a new 
company or giving the junk bonds to a new company or if there’s 
flexibility in there. I mean, I don’t know, and I would suspect that 
is something that our witnesses will be asked in the course of dis- 
covery in this case. 

Mr. Ose. I was going to ask what the word “fixed” means, but 
the next sentence defines it fairly well to include both the liabilities 
and the assets to be transferred. 

Now, pursuant to this memorandum, there was a final purchase 
agreement, if you will, I think in November, that led to acceptance 
of Altus’ bid on November 14, 1991. The reason I ask that — I don’t 
know if you have a copy of this in front of you; I think you do. 

Mr. LeVine. I do. 

Mr. Ose. That is a copy of the final purchase agreement? 

Mr. LeVine. Well, this is a copy — this has been updated since 
then. There have been many modifications. Things didn’t go as 
anybody initially planned probably in November 1991. As changes 
were made, this document was modified. It is my understanding 
this is through 1997. So this does include all the changes through 
1997, but it is my understanding that it embodies the original doc- 
ument as well. 

Mr. Ose. How does the original document differ from this memo- 
randum of May 21, 1991? Do you have any analysis of that? 

Mr. LeVine. I think they are entirely different. I think this is ba- 
sically an outline of a structure for a bid, and this is all the dirty 
details. 

Mr. Ose. If I understand the memorandum from May 21, the 
road map laid out there is a bonds-in kind of deal. Do you know 
whether or not this document is a bonds-in or a bonds-out type of 
document? 

Mr. LeVine. Well, I know that the Altus bid was bonds-out. I 
don’t know if this is. As I was saying earlier, I don’t really know 
if this May 21st document contemplated bonds-in or bonds-out, or 
who knows what kind of structure. But, yes, the Altus deal was a 
bonds-out deal. 

Mr. Ose. You say the eventual sales was a bonds-out deal? 

Mr. LeVine. Yes. 

Mr. Ose. OK. So at some point or another, somebody either de- 
termined that the memorandum did not require a bonds-in deal or 
changed what they would be willing to accept to make the deal to 
allow a bonds-out deal? 
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Mr. LeVine. Again, I just don’t know because I don’t know that 
bonds-out or bonds-in was contemplated, prohibited, allowed, any- 
thing in this document. 

Mr. Ose. Did the assets as well as the liabilities in this deal get 
transferred together to the new company? 

Mr. LeVine. Well, it is my understanding, yes, they did. I mean 
the cash, not all of it, but most of the cash, most of the assets from 
Executive Life were transferred to — well, transferred to a number 
of places. They were transferred to Aurora. Certain assets were put 
into what we call the enhancement trusts, and then certain assets 
were retained by the estate. But eventually all the assets were for 
the benefit of the policyholders. 

Mr. Ose. Do you know whether a separate sale of the bonds 
without the liabilities or the underwriting portion of the business 
was part and parcel of the final agreement on sale? 

Mr. LeVine. Again, other people would testify to this, but I am 
fairly confident that the answer is no, that the bid was to — it was 
a bid, and part of it was that one person would take the bonds and 
other people would take the insurance assets and liabilities, but, 
no, they were not separate deals. And the bonds left the company. 

Mr. Ose. Do you know whether or not the sale represented in 
this document allowed for a separate purchase of the bonds or a 
purchase of the bonds separate from the liabilities to the policy- 
holders? 

Mr. LeVine. I think the answer to that is no, but I believe it is 
also an issue in the case. I believe you will have the defendants 
telling you that the bonds were separated somehow at some point 
in time in the transaction, but we don’t believe that’s true. 

Mr. Ose. That is one of the items being litigated? 

Mr. LeVine. Absolutely, yes. 

Mr. Ose. As to what — there is writing and then there is actual- 
ity, if I understand the law in some of these cases. 

Mr. LeVine. I’m sorry, there’s what and there’s actuality? 

Mr. Ose. There is writing, there is a written document, and then 
there is actuality as to what happens, and that is apparently what 
the subject of the litigation is. You don’t need to comment. 

Mr. LeVine. Thank you. 

Mr. Ose. Now the document for the final purchase and sale was 
amended over time? 

Mr. LeVine. Yes, it was. 

Mr. Ose. Do you have a copy of the amended purchase and sale 
agreement? That is what this is? 

Mr. LeVine. That’s what that is. 

Mr. Ose. OK. 

Mr. LeVine. But, again, I wanted to point out that it is not up 
through — not current to date. There are other separate agreements 
that have been negotiated, and nobody has taken the time to put 
them into one comprehensive agreement. 

Mr. Ose. I have a document; it is called exhibit 2, from Morgan, 
Lewis & Bockius out of Pennsylvania, which represented certain 
French interests. Do you have it there? 

[Exhibit 2 follows:] 
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Morgan, Lewis & Bockius 
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Sam OtEoo 


October 10, 1991 



CONFIDENTIAL COMMUNICATION 


Lorraine Johnson, Esquire 

Senior Counsel 

State of California 

Department of Insurance 

Legal Division 

100 Van Ness Avenue 

San Francisco, CA 94012 


Re: Fx ecutlY* life la f . WM l g . t g gBBUg 


Dear Ms. Johnson: 

Enclosed for your review are a variety of materials 
detailed below describing the members of the "NewCo" Investor 
Group ("Investors"). As you requested, we have provided an 
additional copy of each item to facilitate the review process. 
The information being provided should still be treated as highly 
conf identia]- for all the reasons set forth in David Harbaugh's 
letter to you dated September 17, 1991. 

The Investors in NewCo presently consist of the follow 


companies, in the percentages shown: 

MAAF Vie 27% 

Novalis, S.A. 20% 

Financiere Du Pacifique S.N.C. 17% 

("Finapaci") 

SDI Vendome 17% 

Marceau Invest issements, S.A. 9.5% 0170 

omnium Geneve 9-,5% 


100% 

Confidential Pursuant to 
Protective Order 


ELIC6299 02226 
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MORGAN, LEWIS & BOCKIUS 

Lorraine Johnson, Esquire 
October 10, 1991 
Page 2 


Facsimiles of translated financial statements covering 
a two year period have been provided for each entity (save for 
SDI Vendome) , along with original annuals reports (when available 
in English) . These financial statements have been translated 
into English and converted to U.S. Dollars by the Paris office of 
Ernst fc Young ("E&Y") . Hardcopies of the facimiles, along with 
the financial statements of SDI Vendome, are slated to arrive 
early next week and will be forwarded upon receipt. 

As requested by Mr. Norris W. Clark, EfiY has also 
prepared a general description of the major differences between 
French accounting conventions and generally accepted accounting 
principles used in the United States. Copies of this description 
are also included. 

With respect to the Investors holding 10% or more, I 
have enclosed the organizational affidavits you requested, except 
the SDI Vendome affidavit, which hopefully will arrive from 
France tomorrow. The organizational charts for these same 
entities along with charts and lists of affiliates will be sent 
by facsimile tomorrow as well. 

Finally, I have enclosed the signed, original 
individual biographical affidavits shown on the enclosed list. 
More will follow tomorrow, along with a "checklist" for each 
Investor indicating all affidavits and other documents submitted. 

I look forward to speaking with you tomorrow to answer 
any questions you may have. Thank you again for your ongoing 
cooperation and assistance. 
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1 1ST OF INDIVIDUAL AFFIDAVITS SUBMITTED 


MAAF Vg SJL 


Directory 

IRIGOIN, Jean 

President of Directorate 

CHAUUBT, Jean-Paul 

GUERIT, Rene 

SIMONET, Pierre 

Oversight CommUee 

Mutuelle Assurance 
des Artisans de France 
(H.A.A.F.) 

Member, represented by 
SEYS, Jean-Claude 

MAAF ASSURANCES S-A. 

Director General 

SEYS, Jean-Claude 
I Director General 

ROUX, Michel 

Deputy Director General 
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NOVAUS S-ft. 


Board of Directors 

DUCROUX , Jean 
President 

LAFRANCHI, Bernadette 
Administrateur 

RXVAIN, Renaud 

Administrateur 
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FINANCIERE DU PAC1FIQUE 

Manager [GTerant] 

MORAL! , Vdronique 
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Main differences between US OA AP and french GAAP Bmn A Young 


GENERAL DESCRIPTION OF THE MAIN DIFFERENCES BETWEEN 
US GAAP AND FRENCH GAAP IN STATUTORY ACCOUNTS 


French statutory accounts are produced according to a model defined by law (Company 
Act of July 2 A, 1966) that updated in 1982 to ensure conformity with the ECa Fourth 
Directive. A specific chart of accounts was Introduced In 1986 forcoe*oUd«ed accounts. 
The presentation is made before appropriation of profit. 

A Ocwnpany should produce notes to she account* which are similar ip the US companies' 
note#. Companies alao have to produce an annual report *nd,cf course, tax returns 
(which are very useful to undent snd the tax computation). 

An aodil report is required for all $A companies (Sxiflf Anonyme). Auditor express an 
opinion rated in the auditor's general report, on whether the financial statement* give a 
true and fair view of the company*! position. The auditor* must also report on related 
party transactions in the auditors' special report. 

The chartered accountant who produces the accounts cannot be the auditor (Commlssaire 
aur Cbmptes) of the company. 

French OAAP for ratotory accounts are found In Company and Tax Acts, and legal form 
predominate# over economic substance. 


CONSOLIDATED ACCOUNTS 

As for consolidation methods, diffences between US and France practices concerning 
cotisolidnUon are not numerous, due to the Implementation of the ECs Seventh Directive 
in France, which is in accordance with US GAAP. 

Consolidation it compuiiory since January 1985 for listed companies, else from January 
1989.. 

Consolidated Income is not available for distribution. 

0175 


Confidential Pursuant to 
Protective Order 


I 


EL1C6299 02231 



97 


33 1 47762*33 


!• 28:14 4 HOftl Pft V13 


Main differences bet ween US GAAP and French GAAP Emit & Young 


GOODWILL 

Goodwill mty be recorded only if it hat been purchased. Doles! Ht value is legally 
protected, goodwill is usually amortised in consolidated accounts. 

Goodwill depreciation is not compulsory in the statutory accounts and cannot be deducted 
for tax purposes, 

INVESTMENTS 

There exist* four types of investments: 

• Investments in affiliated companies; investments must have been acquired through a 
public offering or represent at least 10% of the affiliate's share capita!, with a purpose of 
creating it least a listing economic Jink. They ire accounted for at the lower of coat or nel 
asset value. Specific information in the notes is required on subsidies an associated 
companies. 

• capitalised portfolio securities are securities held for medium to long term profit. They 
are accounted for it purchase price and depreciation is provided for. Disclosure in the 
notes is recommended of the estimated vslue of the portfolio at the beginning and the end 
of the year, compared with I is book value. 

• Other Investments are those, excluding investments in affiliated companies, that a 
company intends to hold for a long period of time or that It cannot resell in the near 
future. They are accounted for it the lower of cost or net asset value. 

• marketable securities acquired to make a short-term gain are valued at year end at the 
lower of cost or net asset value. 

For statutory accounts, investments are carried at cost leas depreciation when necessary. 

PENSION COMMITMENTS 

Pension commitments are not recorded in the French statutory accounts but are disclosed. 

In Prance, pension benefits are financed on a defined benefit scheme basis by 
contributions of both employers and employees to legal bodies and mutual insurance 
groups. Additlonnaliy to this general scheme, a legal provision requires the employers to 
pay their employees a retirement premium at thdr retirement living date. 

This defined benefit scheme, and In tome cases other specific one's, called "pensions 
commitments'* need to be disclosed in the notes and optionnilly provided for in the 
statutory account*. 
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Main difference* between US GAAP and French GAAP Ernst & Young 


Amounts involved are in fact far tat significant than in the US where most of the 
pension benefit* scheme* operate on a defined benefit scheme basil ind according to 
specific employers / employees agreements. 

Pension commitments can be recorded against the reserve* or amortised over X year*. 
LEASING 

Leased assets are not capitalised, and rent paid by the user constitutes an expense. 
Disclosure of the origins! cost of the suets, the depredation expense and accumulated 
depredation, however, Is required In the notes as If the leased assets had been purchased 
Prance doe* not recognise the difference between operating and finance leases as defined 
In the US. 

Leases may be capitalised in consolidated accounts when the purchase agreement is not 
cancellable, 

DEFERRED TAX 

In general, deferred lax is not recorded in the itatutory accounts, except on consolidation; 
■ only due tax Is recorded in Individual accounts. 

Deferred tax Is Instead disclosed In the note* to financial saticmenu. 

PROFIT AND LOSS ACCOUNT 

« Income and expenses are presented by nature rather than by function. A* a 
consequence, gross profit does not appear on French income statements. 

• The Income statemwa Is split into three separate pans: 

- operating 
-financial 
‘exceptional 

The matching concept applies In each of these three elements. 

« Unrealised foreign exchange losses are recorded In the profit and loss account, but 
unrealised foreign exchange gains are deferred. 
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Main differences between US OAAP and French GAAP Emit & Young 

APPENDIX: COMPARISON OF ACCOUNTING CONCEPTS 


FRANCE US 

Oolng concern concept Y Y 

Accruals or matching concept Y Y 

Historical cost concept* . Y Y 

Consistency principle Y Y 

Prudence principle Y Y 

Materiality concept Y Y 

Economic subttanee over legal form concept ** N Y 

Grossing off concept Y N 


• Except revaluation 
** Except for consolidation 
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Mr. LeVine. Yes, I do. 

Mr. Ose. Do you recognize it? 

Mr. LeVine. I have seen a lot of documents in this case. I believe 
I have seen this one. 

Mr. Ose. OK. It appears to describe which entity owns what per- 
centage of the new entity that bought Executive Life. Is that your 
understanding? 

Mr. LeVine. Yes, that is my understanding. At least that is what 
was being proposed in October 1991. This list of proposed owners 
actually changed and is not the final list. 

Mr. Ose. Does this letter accurately represent the real ownership 
of the assets of Executive Life post-purchase? 

Mr. LeVine. Of course not because Altus and Credit Lyonnais 
aren’t listed here. 

Mr. Ose. Those are who the real owners were? 

Mr. LeVine. At the close of the transaction, it is our contention 
they owned 67 percent of the company, yes. 

Mr. Ose. I have another document dated April 8, 1992 from the 
same law firm. In the document, some pages back, it contains a 
statement from Omnium Geneve, which is a Swiss corporation, 
that claims that Credit Lyonnais has no ownership interest in it 
except for two purportedly irrelevant European interests. If you 
will give me a minute, I can find the page. 

Mr. LeVine. I have it in front of me. 

Mr. Ose. It is paragraph 2 that makes that representation. Does 
this document accurately reflect Omnium Geneve’s — excuse me — 
Credit Lyonnais’ ownership interest? 

Mr. LeVine. It is our contention that it does not. 

Mr. Ose. OK. Who had the ownership and control over Omnium’s 
share of Executive Life assets? 

Mr. LeVine. Well, they had written agreements with — excuse 
me — Altus had written agreements with Omnium giving them the 
right or selling them the shares; the forward transfer of shares, I 
believe it might have been called. 

Mr. Ose. These are what are called “call options”? 

Mr. LeVine. The document has been translated from French to 
English. I think one of the translations is call options. 

Mr. Ose. Actually, it says, the French document says, “Promesse 
de Vente D’Actions,” “promise of selling” something. Well, you 
speak French; I don’t. 

Mr. LeVine. I figured 3 years ago this case couldn’t go that long, 
so I wouldn’t learn French. [Laughter.] 

Mr. Ose. Patience. You might. 

Now this document has a call option on Omnium’s share of Exec- 
utive Life assets, is in favor of Altus? 

Mr. LeVine. Yes. 

Mr. Green. You’re talking about exhibit 5? 

Mr. Ose. I am talking about exhibit 5, yes. Thank you. 

[Exhibit 5 follows:] 
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(Illegible] 


CALL OPTION 


BETWEEN THE UNDERSIGNED 
- OMNIUM GENEVE S.A. 

A Swiss corporation with a capital 0120,750,000 Swiss francs, whose headquarters are located at 1 
Place des Bergues, 1201 Geneva, Switzerland, represented by Mr. Herve Bubois, Chairman of the 
Board of Directors 

hereafter referred to as “OMNIUM" (promissor) 
PARTY OF THE FIRST PART 


AND 

- ALTUS FINANCE 

A French corporation with a capital of 4,408,109,300 French francs, whose headquarters are located at 
34/36 avenue de Fricdland, 75008 Paris, France, listed in the Businesses and Corporations Register of 
Paris under number B 772 049 871, 

Represented by Mr. Yves Chassagne, Executive Vice President, declaring himself to be empowered to 
execute this document, 


Hereafter designated “ALTUS” 

PARTY OF THE SECOND PART 

(Handwritten notes: right of Altus to acquire the shares at any time following the acquisition by Omnium, 
at a premium of S450K over and above the value of the shares; + payment of S750K. analyzed as the 
option premium, to which Omnium would remain entitled in the event that Altus proves unqualified to 
purchase] 
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WHEREAS: 

The corporation NEW CALIFORNIA LIFE HOLDINGS INC (hereafter “NCLH”), is an American 
holding company organized to be the shareholder of 100% of the American corporation AURORA 
NATIONAL LIFE ASSURANCE COMPANY (hereafter “AURORA”), participating in the rehabilitation 
plan of EXECUTIVE LIFE, a California insurance company in liquidation. 

OMNIUM must, in the coming weeks and no later than December 31, 1992, carry out the acquisition by 
subscription from NCLH of 150 (one hundred fifty) shares of NCLH, each having a par value of 100,000 
(one hundred thousand) U.S. dollars (hereafter “the Shares”), representing 15% of the capital of NCLH on 
the date of said acquisition. [15M$] 

Parallel to the acquisition of the Shares, OMNIUM is a signatory to an NCLH Shareholders’ Agreement, 
restricting the free negotiability of the Shares for a period of five years. 

However, ALTUS wishes to have an option to purchase the totality of the Shares, exercisable in the year 
following their acquisition by OMNIUM. 

IN CONSEQUENCE OF WHICH. THE PARTIES AGREE TO THE FOLLOWING: 

ARTICLE 1 

OMNIUM irrevocably promises to sell, at the prices and conditions and by the methods hereafter 
stipulated, to ALTUS or its designee, the Shares of NCLH which OMNIUM is to acquire, and ALTUS 
accepts said promise as a simple promise. 

In die event that ALTUS shall designate for the purpose of acquiring the Shares, any other moral or 
physical person of its choice, ALTUS would remain jointly responsible for the entire execution of this 
agreement. 

If for any reason OMNIUM has not acquired the Shares by December 31. 1992 at the latest, the present 
agreement shall automatically be null and void, without indemnity of wither party. [Null and void] 

ARTICLE 2 

2.1- Pursuant to a Shareholders’ Agreement entitled “Agreement restricting transfer of shares” - the 
text of which appears in Annex 1 - binding Omnium to NCLH, it is stipulated that: 

(a) The Shares are not transferable except with the prior written consent of the INSURANCE 
COMMISSIONER OF THE STATE OF CALIFORNIA (hereafter the “Commissioner”) 

(b) The acquirer of the Shares must, in advance of the transfer of the Shares, ratify without 
reservation the aforementioned Shareholders’ Agreement. 

ALTUS expressly declares that it has full knowledge of the terms of the Shareholders’ Agreement and 
that it accepts said terms without reservation. 

ALTUS declares in addition that it will personally undertake, in the event of the exercise of the 
option granted to.it by OMNIUM, to obtain the prior consent of the Commissioner as described in (a), 
above. 
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In consequence, in the event that ALTUS does not obtain said consent, this agreement shall be 
automatically null and void without indemnity, and OMNIUM shall remain entitled to the entire option 
premium referred to in Article 4 below. 

2.2. ALTUS undertakes to obtain all statutory and other authorizations that may be required to 
complete the transfer of the Shares in its favor, it being expressly agreed that ALTUS shall in no 
case nor for any reason be entitled to invoke against OMNIUM the failure to obtain any such 
authorization in order to defer the payment of the acquisition price of the Shares. 

2.3. ALTUS shall assume all costs, charges and taxes o? any kind to which this agreement and the 
forward transfer of Shares are subject, for any reason. 

The rights and obligations of the parties hereto shall apply to their successors, transferees and 
entitled parties. 

ARTICLE 3 

The option may be exercised at any time, beginning upon the acquisition by OMNIUM of the Shares, 
until November 30, 1993 at 6:00 p.m. (Paris time). 

During this period, ALTUS may at any time exercise the option herewith granted it, by informing 
OMNIUM of its intention by any means ALTUS chooses. 

After the expiration of this period, and in the absence of a new agreement between the parties, ALTUS 
shall no longer be entitled to exercise the purchase option granted to it. 

During the term of this agreement, OMNIUM undertakes not to sell the Shares in whole or in part, 
without prior written consent from ALTUS. 

ARTICLE 4 

In consideration for the call option granted to it by this agreement, ALTUS is paying to OMNIUM today 
an option premium in the amount of 750,000 U.S. dollars (seven hundred fifty thousand U.S. dollars). 

ALTUS expressly accepts that this option premium is and shall remain indefinitely vested, in its entirety, 
in OMNIUM under all circumstances. 

ARTICLE 5 

The transfer, if it occurs, shall be executed based on an aggregate value of 15,450,000 U.S. dollars 
{$!5M+$450Kj (fifteen million four hundred fifty thousand U-S. dollars), to which shall be added interest 
at an annual rate of 12 month LIBOR plus 0.60%, capitalized annually and accruing from the date hereof 
until the date on which the Shares are transferred to ALTUS. 

From this amount shall be deducted the option premium fixed in Article 4 above. 

The total, calculated in this manner, shall be the transfer price of the Shares. 
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In addition, this transfer price having been determined, ALTUS shall reimburse OMNIUM for ah taxes or 
charges which OMNIUM may be required to pay during the term of this agreement as a result of its status 
as a shareholder in NCLH, and, in particular, all taxes which OMNIUM may be required to pay in the 
United States as well as the stamp duty payable in Switzerland. 

This aggregate transfer price shall be paid in cash within eight days after the consent of the Commissioner 
is obtained, as described in Article 2.1 above, against delivery of a transfer deed for the Shares in favor of 
the acquirer. The Shares will be transferred with immediate possession rights. 

ARTICLE 6 

In the event of a merger of NCLH by way of absorption by another company, or in the event of other 
structural modifications during the term of this agreement, this agreement shall apply to the shares of the 
surviving company or of the new company or companies, which were delivered to OMNIUM in exchange 
for the Shares, without any change to the transfer price agreed to above, which shall apply regardless of 
the number and value of the securities then held by OMNIUM. The same shall apply in the event of a 
transformation of NCLH into any other entity. The same principle shall apply in the event of a reduction 
in NCLH’s capital, regardless of the number of securities which OMNIUM may still hold. 

In tire event of an increase in NCLH’s capita], by way of an incorporation of reserves, profits, or issue 
premiums or by the issuance of new shares, during the term of this agreement, the bonus shares 
distributed to OMNIUM as holder of the Shares which are therefore the extension of and ancillary to said 
Shares, shall be added to these shares as an integral part of the subject property of this agreement, and 
there shall accordingly be no addition made to tire price agreed upon above. 

OMNIUM is not required to act on a capital increase in the form of cash, but it undertakes in all cases 
during the term of this agreement not to transfer the subscription rights to any physical or moral person 
other than ALTUS. In the event that on the date of the transfer of the Shares to ALTUS. OMNIUM holds 
any rights detached from the Shares, and they are still valid, they must be delivered without charge to 
ALTUS. 

ARTICLE 7 

For the purposes of performance of this agreement, the parties elect domicile at the address indicated 
above. 

They additionally undertake to inform one another immediately of any change of address. 

ARTICLE 8 

The undersigned expressly agree not to disclose this agreement to any third party, except for the 
government agencies and authorities which would have the right to demand such disclosure, their 
counsels, or with the purpose of compelling the other party to perform its obligations on account of its 
refusal to do so. 

in all other cases, the party which would have made the disclosure or made such disclosure necessary 
shall bear the entire consequences, whatever their nature, resulting therewith. 
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ARTICLE 9 


The parties agree to attempt to settle amicably any problems that may arise with respect to this promise or 
its performance. 

They also agree to refer to arbitration any and all disputes, without exception, that would not thus be 
settled, and which may arise with respect to the validity, interpretation, or performance of this promise. 

The sending by the first party of a notice or the sending by the second party of the response mentioned in 
2) herewith shall constitute an agreement to arbitrate pursuant to this section. 

The arbitration court shall be constituted in the following manner: 

1) the party wishing to resort to arbitration (the first party) shall send the other party (the second 
party) a notification by registered letter, return receipt requested, indicating the object of the 
dispute and its desire to submit the dispute to arbitration by either a single arbitrator or three 
arbitrators. In such case, the first party shall indicate the name of the arbitrator it shall have 
designated. 

2) The second party shall reply by registered letter, return receipt requested, either by accepting 
arbitration by a single arbitrator as proposed by the first party, or by indicating the name of the 
arbitrator (among the three arbitrators) that it shall have designated. 

3) In the event that the second party fails to respond within fifteen days after the date the letter of the 
first party was presented to it, or failing agreement between the two parties on the name of a 
single arbitrator within fifteen days of presentation of the letter of the second party, or failing 
agreement between the two arbitrators designated by the parties within fifteen days of their 
designation on the name of the third arbitrator, the most diligent party may request the President 
of the Commercial Court of Paris to appoint the single arbitrator, or the second or tliird arbitrator, 
as the case may be, by order issued in "refere” proceedings. 

The agreement to arbitrate shall be drafted and executed at tire latest within thirty days of the designation 
of the third arbitrator; failing this, the provisions of the New French Code of Civil Proceedings relating to 
arbitration shall apply. 

The arbitration court shall be constituted in Paris and shall render its decision, which shall be final, as an 
"amicable arbitrator,” without any necessity for it to observe the French rules of law. 

The decision shall be rendered within three months of the agreement to arbitrate. The arbitrators may ask 
the parties for any extensions they deem necessary or useful. However, there may not be more than two 
two-month extensions in total. 

The arbitrators shall allocate the costs of arbitration (arbitrators’ fees, expenses and fees of the parties’ 
counsels and experts’ costs) between the parties. 
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Tbe party which, by refusing to perforin the arbitration award, compels the other party to apply to a court 
for enforcement of the award, shall bear all costs, taxes and fees which may result therewith. 

Made in Paris 
On November 19, 1992 
In two originals 


Sisned by: OMNIUM GENEVA 
ALTUS FINANCE 
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PRCWESSE DE VENTE D* ACTIONS 


ENTHE LES SOUSSICNTES 


OMNIUM GENEVE S.A. 

SocidtA de droit suisse au capital de FS 20 750 000, 
done le siege social est 2 Place des Eergues, 1201 GENEVE - SUISSE - 
representee par Monsieur Herve DUBOIS, President du Ccnseil 
d * Adoinis tration. 


Ci-apres dfesigne "0KN2UM- 
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ALTUS FINANCE* 

Socifete Anonyme de droit' francais. au capital de F. ^ *108 109 300. 
dont le siege social est 3^/36 evenue de Friedland. 75008 PARIS - FRANCE - 
inscrite au Registre du Cocaerce et des Societes de PARIS, sous le nuaero 
B 722 0^9 871. 

repr£sent£e par Monsieur Yves CHASSACNE, Directeur Ggndral Adjoint, 
declarant fctre duaent habilite a l’entier effet des presences. 
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IL A ETE PREALABLDP.T EXPOSE CE OU1 SUIT : 

La SociAte HEW -CALIFORNIA UFT HOLDINGS INC (ci-apres "N.C.L.H.) ess une 
societA bolding de droit aaericain consti tuee pour Acre ectionnaire A 100 ? 
de la SociAtA de droit aaericain AURORA NATIONAL LIFT ASSURANCE COMPANY (ci- 
apres "AURORA") devant participer au plan de reprise de EXECUTIVE LIFE, 
societA d’ assurance de 1'Etac de CALIFORNIE en liquidation. 

OMNIUM doit procAder dans les prochaines seoaines et au plus card le 31 
Deceobre 199? A 1 ’acquisi ticn par souscription aupres de N.C.L.H. de 250 
{cent cinquante) actions de N.C.L.H. chacune d’un eont ant noainal de~~10u.OOQ 
{ cent aille) dollars U.S- (ci-aprAs les Actions") representaht IS X du 
c apital de N.C.L.H. eu •jour de accui sition. gj: 

ParallAleoent a l’acquisition des Actions, OMNIUM est signat&ire d’un pacte 
d’Actionnaires de N.C.L.H. restreignant la libre negociabilitA des Actions 
sur une periode de cinq ans. 

Toutefois, ALTOS a souhaite benAficier d’une option d' achat portant sur la 
totaTite des Actions, exerqable dans 1‘annee suivant leur acquisition par 
OKNJUM. 

EN CONSEQUENCE DE QUO ! , IL A ETE CONVENU CE OUI SUIT : 

ARTICLE 1 


O MNIUM proact i rr&vocabl esent de vendre , aux prix, co nditions et oodalites 
stipules ci-epres. a ALTOS ou a son substituA, laquelle 1'accepte en cant que 
simple prooesse, les Actions de N.C.L.H. qu’elle va acquerir. 

Dans I’hypothese ou ALTOS designerai t pour acquArir les Actions, toute autre 
personne physique ou norale de son choix, elle resterait solidaireoent 
responsable de 2’entiere execution des presences. 

f ... 

Dens le cas ou OMNIUM n’aurait pas acquis les Actions au plus tard le 31 
Deceobre 1992, pour quelque cause que ce soit, la presente proaesse serait 
alors caduque et nulle d’effet de. plein droit, sans indecnite de part ni 
d’autre. 

ARTICLE 2 


2.1. Aiix ternes d'un Pacte . d'Actionnaires denocoA "Agreenent restricting 
transfer of shares" - dont le texte figure a 1 ‘annexe 1 - liant OMNIUM a 
N.C.L.H., il est notaaaent stipulA que : 

a) Les Actions ne sont cessibles qu’avec 1 'accord- prealable Acrit de 
"1 'INSURANCE C0MM2SSI0NNER OF THE STATE OF CALIFORNIA" {ci-apres le 
"Coaoissionner") , 

b) L’acquereur des Actions devra prAalableoent au transfert des Actions 
rati fier sans reserve le Pacte d’Actionnaires susvisA. 


ALTOS dAclare expressAoent avoir parfaite connaissance dudit Pacte 
. d' Actionnaires et en accepter les ter aes sans reserve. 

ALTUS declare en outre faire son affaire personnelle, en cas d'exercice 
de .1 ’option lui Atant conferee par OMNIUM, de 1'obtention de 1‘ accord 
prealable du Coooissionner visA au a) ci-dessus. 


S&c 03859 


CL 00046 
CONFIDENTIAL 



/ /**- 3 J 



109 


En consequence, dans le cas ou ALTUS n’obtiendrai t pas cet accord, la 
presente prooesse serai t alors caduque et nulle d'effet de plein droit 

et sans indeonite. la prime d’option visee a I’article $ ci-dessous 

res tan t istegralesent "Hguj.se a OWfi^ r- " ’ 

2.2. ALTUS fera son affaire de 2’obtention de toutes autorisstions 
statute! res et autres qui ppurraient 4tre necessaires a la realisation 
du transfert des Actions en sa faveur. ttant expresstoent convenu 
qu’ ALTUS ne pourra en aucun ca s et pour quelque cause que ce soit 

opposer a OMNIUM le dtfaut d'obtention d’une quelconque de ces 

autorisations pour difftrer le paieaent du prix d’acquisition des 
Actions. 


2.3- ALTUS prendre a sa charge tous les frais, droits et taxes de tout* 
nature auxquels la presence prooesse et la cession eventuelle des 
Actions pourraient dormer lieu pour quelque cause que ce soit. 


Les droits et obligations des parties a la presence prooesse 
s ‘iaposeront et bineficieront a tous leurs successeurs, cessionnaires et 
ayant-droits . 


AKTICLE 3 


La present? p rot » nonrra Atre 
1 ' acquisition pa r OMNIUM des Actions 
(neure de NAMlS), 


lev*e{ a tout oooen t ft coop ter 
t juscu'au 30 Noveobre ^ ip n^ur 



Durant ce otlai, ALTUS pourra exercer a tout moment 2 ‘option lui ttent 
presenteoent consentie en informant OMNIUM de son intention par tout ooyen au 
choix de ALTUS. 


Pass* ce delai. et sauf nouvelle convention entre les parties. ALTUS ne 
pourra plus user de la feculte d’acheter qui lui est offeree. 

Pendant la duree de la presente prooesse. OMNIUM s’interdit de vendre tout ou 
partie des Actions.' sans 1* accord prtalable tcrit de ALTUS. 

ARTICLE *1 


Ert contrepartie de ^'o ption d*achat lui etant consentie par la presence 
prooesse de ve verse a OMNIUM ce jour one prine d'option d'un 
oor ^tant de U$f750 . OOCM s ep t cent cinquante oille dollars UTSTT') - " 

Cette prime d’option est et restera dtfinitiveoent et integraleoent acquise & 
OMNIUM en toutes circonstances, ce qui est expressement accept* par ALTUS. 

45HCLEJ5 if h $ >*• 4 y» ^ if 

La cession, si elle interment, sera effectuee sur la base d’une valeur 
globale de U.S. D. lS-^SO-OOQ- fouinie millions quaere cent cinquante oille 
dollars U.S.). major** d'un interit au teux de LIBOR -douze oois- ♦ 0.60 X 
l’an. capitalist annuelleoenc et dtcoopte du jour des presentes jusqu'au jour 
de la. cession des Actions i ALTUS.. 

De ce oontant. sera deduite la prime d’option fixte i I’article *4 ci-dessus. 

Le oontant einsi calcule constituera le prix de cession des Actions. 
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Outre, ce prix de cession ainsi determine, ALTUS remboursera a OMNIUM tous 
iap6ts. taxes ou charges que OMNIUM aurait k zcquitter pendant la durAe du 
present engagement du fait ce sa qualite d'actionnaire de N.C.L.H.. et 
notamment tous iepdts et taxes que OMNIUM pourrait avoir a acquit ter aux 
Etats-Unis ainsi que le droit de timbre payable en SUISSE. 

Ce prix total de cession devrt Stre paye comptant A OMNIUM dans les huit 
jours suivants 2*obtention de 1'accord du Cosmissionner vise A 1* article 2.1. 
ci-dessus. contre remise d'un acce de transfert des Actions au profit de 
1'acquereur. Les Actions seront transferees avec jouissance courante. 


ARTICLE 6 

En cas de fusion par absorption de N.C.L.H. par une autre sociAtA. ou en cas 
d’autres modifications de structures pendant la durAe de validitA de la 
prAsente promesse. eette promesse sera reportAe sur les actions ou les parts 
de la sociAtA absorbante ou de la ou des societAs nouvelles, qui auraient etA 
remises A OMNIUM en Achange des Actions et ce. sans aucune modification du 
prix de cession convenu ci-dessus qui sera appliquA quelque soic 2e nombre et 
la valeur des titres alDrs detenus par OMNIUM. II en serai t de mAme en cas de 
transformation de N.C.L.H. en entitA de route autre forme. II sera fait 
Agalement applicatlon.de ce o*ae principe en cas de reduction de capital de 
N.C.L.H. quelque soit le nombre de titres done OMNIUM resterait propriAtaire. 

En cas d* augmentation de capital de N.C.L.H., par incorporation de rAserves. 
benAfiees ou prises d’emission et per emission d’actior-s nouvelles. pendant 
la duree de validitA de le prAsente process* , les actions qui auraient etA 
attribuees gratuiteoenc a OMNIUM au titre des Actions et qui en seraient. en 
consAquence, le prolongement et 1 'accessoire. s 1 ajouteraient i ces actions 
comae faisant pertle integrante de l'objet de la promesse et par consAquent, 
sans aucun supplAment au prix convenu ci-dessus. 

OMNIUM n’est pas tenu de suivre. e une augmentation de capital en nuoAraire, 
mais il s’interdit dans tous les cas, pendent toute la duree de validitA de 
la presente promesse,. de cAder les droits de souscription A une personne 
physique ou morale ’ autre que ALTUS. Au cas ou. a la date de transfert des 
Actions a ALTUS, OMNIUM disposerait de droits dAtaches des' Actions en cours 
de validi te, il devrait les reoettregratuitement a ALTUS. 

ARTICLE 7 

Pour 1 'execution des presences. les parties font Alection de domicile a 
l'adresse indiquee en en-tAte des presentes. 

Elies s'en gagent en outre a s 'informer reciproquement et sans delai de toute 
modification de ladite adresse. 

ARTICLE 8 


Les soussignAes s’interdisent expressem e nt de divulgu er les presente s A tous 
tiers, aux seules exceptions des Administrations et ATnorites en droit d'en 
obtenjr communication, leurs conseils, ou sauf en vue de contraindre 1 ’autre 
partie a executer ses engagements en raison de son refus de le faire. 


Horais 2 'exception visee ci-dessus. la partie qui aurait divulgvA ou. rendu 
necessaire cette divulgation en supportera seule 2'ensemble des consequences 
de toute nature qui pourrait en resulter. 


a ' 


/ 
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article 9 

Les parties conviennent de s’efforcer de reglcr ft 1 'amiable tous les 
probl ernes qui pourraient survenir concemant I» present* promesse ou son 
application. 

Elies conviennent . ftgaleoent de souaettre a un tribu nal arbitral — tous les 
litiges sans exception qui ne serai ent vF»s rifles einsi et qui pourraient 
naitre de la validity, de 1 ’interprfttation ou de 1’exftcution de la prftsente 
prooesse. 

L’ envoi par la preaiftre partie de la notification, ou 1 'envoi par la deuxiftoe 
partie de la rftponse prevue en 2} ci-aprfts vaudra cooproois dans les termes 
de la presente clause. 

Le tribunal sera constituft de la fa?on suivante : 

1 ) La partie desirant recourir A l 1 arbitrage (la preeiftre partie) adresse ft 
1' autre partie {la deuxieoe partie) une notification par lettre 
recoaaandfte avec accusfe de rftception, indiquant 1’objet du diffftrend et 
son dftsir de .recourir, soit ft un erbitre unique, soit ft trois arbitres 
et. dans ce efts, la preoiere partie indique le non de celui des arbitres 
qu'elle a choisi. 

2) La deuxieoe partie repond par lettre recomaandfte avec accusft de 

rftception. soit en acceptant le recours ft un arbitre unique proposft par 

la preaiftre partie. soit en indiquant le non de celui des trois arbitres 
qu'elle choisit. 

3) Faute par la deuxieoe partie d’ avoir rftpondu quinxe jours eprfts la date 

de la presentation de la lettre de la preaiftre partie. ou faute par les 

deux parties de s' fttre entendues sur le noo d'un . arbitre unique dans les 
quiiizc jours de 2a presentation de la lettre de la deuxiftoe partie ou 
faute .par les;deux arbitres choisis de s'entendre dans les -quin 2 e jours 
de leur designation sur le noo du troisieoe arbitre, la partie diligente 
pourra solliciter la designation de 1* arbitre unique', du deuxiftoe ou 
troisieoe arbitre. selon le cas, par ordonnance de Monsieur le Prftsident 
du Tribunal de Cccoerce de PARIS statuant en rftfftrft. 

Le coopromis devra fttre rftdigft et signft au plus tard dans le dftlai de trente 
jours de la dftsignation du troisieoe arbitre ; ft dftfaut, il sera fait 
application des dispositions du Nouveau Code de Procftdure Civile Franqads sur 
1 'Arbitrage. 

Le tribunal siegera ft PARIS et statuera. en prenier et dernier ressort, en 
amiable coopositeur sans fttre tenu d'observer les regies de droit franqais. 

II devra rendre sa dftcision dans un dftlai de trois oois suivant 
1 'fttablisseoent du coopromis. Les arbitres pourront deoander aux parties 
telles prorogations qu'ils jugeront nftcessaires ou utiles sans que le total 
puisse dftpasser deux prorogations de deux mois chacune. 


Les arbitres devront repartir les fr’ais d’arbitrage (honoraires des arbitres. 
frais et honoraires des conseils des parties et freis d' expertise) entre les 
parties. 
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La partie qui par son refus d'execution contraindra 1* autre partie a 
poursuivre 1 ‘execution judiciaire de 2a sentence restera chargee de tous les 
frais, droits et honoraires auxquels 2a poursuite de cette execution aura 
donn* lieu. 


Fait * Paris 

Le 16 tfoveabre 2992 

En deux originaux 
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forward share transfer agreement 


BY AND BETWEEN: 

Omnium Geneve, S.A., 

a Swiss company with stated capital of 20,750,000 Swiss francs, 

having its principal office at 1 Place des Bergues, 1201 Geneva, Switzerland, 

represented by Mr. Herve Dubois, Chairman of the Board of Directors, 


hereafter referred to as “Omnium” 

PARTY OF THE FIRST PART, 


AND 

Altus Finance, a French corporation (societe anonyme) with stated capital of 4,408,109,300 
French francs, having its principal office at 34-36 Avenue de Friedland, 75008 Paris, registered 
with the Paris Trade and Company Registry under number B 722 049 871, 

represented by Mr. Yves Chassagne, Executive Vice President, who represents that he is duly 
authorized for the purpose hereof. 


hereafter referred to as “Altus” 

PARTY OF THE SECOND PART. 


EXHIBIT 

I V oW- 
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RECITALS: 


The firm New California Life Holdings Inc. (hereafter refereed to as “NCLH”) is a US holding 
company that was incorporated in order to wholly own the US company Aurora National Life 
Assurance Company (hereafter referred to as “Aurora”), which company is to participate in the 
takeover of Executive Life, a California insurance company in liquidation. 

Over the coming weeks, and by December 31, 1992 at the latest. Omnium must subscribe for 
150 (one hundred and fifty) NCLH shares with a par value of 100,000 (one hundred thousand) 
US dollars each (hereafter referred to as the "Shares"), representing 15% of NCLH capital on the 
date of acquisition. 

Moreover, Omnium has signed an NCLH Shareholders’ Agreement, authorizing the transfer of 
the Shares over a period of five years from the date of their acquisition. 

As Altus wishes to acquire some Shares, the parties have agreed to this forward sale. 


NOW. THEREFORE. IT IS AGREED AS FOLLOWS: 
ARTICLE 1-SALE 


1.1 Omnium hereby sells to Altus, which accepts, for the price and on the terms and conditions 
set forth below, all the Shares of NCLH it is obliged to acquire, namely 150 shares with a par 
value of 1 00,000 US dollars each, all fully paid up. 

The parties expressly agree that this forward sale is made subject to Omnium acquiring the 
Shares by December 31, 1992 at the latest. 

Should it fail to acquire the Shares by this date, irrespective of the reason for said failure, this 
agreement shall become null and void by operation of law, without either party being entitled to 
compensation. 

1.2 For the purpose of this sale, all of the Shares shall be transferred to Altus at the times and in 
the proportions set out below: 

a) At the end of a one-year period from the date of acquisition of the shares by Omnium, one 
indivisible lot corresponding to 5% of the Shares. 

b) At the end of a two-year period from the date of acquisition of the shares by Omnium, a 
second indivisible lot corresponding to 5% of the Shares. 

c) At the end of a three-year period from the date of acquisition of the shares by Omnium, one 
indivisible lot corresponding to 1 0% of the Shares. 
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[ . . . one or more pages are missing] 

Where applicable, all taxes, duties and expenses that Omnium may be required, to pay during the 
term of this agreement as a result of its status as a shareholder of NCLH, including all taxes and 
duties Omnium may be required to pay in the United States and the stamp duty payable in 
Switzerland, shall be added to the sale price and shall form an integral part thereof. 

3.2 In addition to this sale price, Altus shall pay Omnium interest equal to the 12-month Libor 
rate + 3.60% per annum on November 30, 1993, 1994, 1995, 1996 and 1997, which interest 
payments shall respectively correspond to the following periods: 

- from this day until November 30, 1993 

- from December 1, 1993 to November 30, 1994 

- from December 1, 1994 to November 30, 1995 

- from December 1, 1995 to November 30, 1996 

- from December 1, 1996 to November 30, 1997. 

Interest shall be calculated on the sale price fixed under 3.1 above, or 1 any outstanding portion of 
said price for Shares still held by Omnium during each of the aforementioned penods. 

All dividends net of withholding tax collected by Omnium on the Shares during the period under 
consideration, if any, shall be deducted from said amount to be paid to Omnium. 

In addition, if all the Shares have not been transferred to Altus by November 30, 1997, Altus 
shall pay Omnium the same interest, prorated for the period from December 1 , 1997 to the day 
the remainder of the Shares are transferred as provided in 1.2. e) above. It is agreed that said 
interest shall be calculated on the portion of the sale price of the Shares still outstanding. 

Finally, Altus shall pay Omnium on this day the sum of USD 750,000 (seven hundred and fifty 
thousand US dollars) as an advance on the interest owed for the period from this day to 
November 30, 1993. As a result, this advance shall be deducted from the amount of interest due 
for said period that Aitus will pay Omnium on December 15, 1993 2 . 

ARTICLE 4 - SUBSTITUTION AND PREMATURE TRANSFER 

If, as a result of any new regulation or decision issued by the US, European, French or Swiss 
authorities, Omnium is unable to keep the NCLH Shares or if, as a result of said regulation, the 
cost of keeping the Shares would be excessive for Omnium, it shall be entitled either to designate 
a third party to replace it, who must unreservedly ratify this agreement, or to ask Altus to 
immediately acquire or arrange for the acquisition of all the Shares held by Omnium at that time, 
in which case Altus undertakes to take ail necessary steps to promptly complete said transfer. 

The Shares held by Omnium at that time shall be transferred to Altus for the sale price fixed in 
Article 3.1, plus the interest fixed in Article 3.2 prorated over the current period. 

In any event, Altus shall immediately indemnify Omnium for any extra cost of keeping the 
Shares as described above. 
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ARTICLE 5 - LOSS OF VALUE OF NCLH SECURITIES 


Should the value of NCLH securities depreciate, irrespective of the reason therefor and including 
in the event of its bankruptcy or any other procedure resulting from the total or partial insolvency 
of NCLH or its subsidiaries, or in the event of a merger, split-up or partial contribution of assets. 
Alms shall not be entitled to raise any objection or claim any compensation in connection with 
the transfer of the Shares by Omnium. 

Aitus shall, in any event, still be required to perform this agreement in full. 

ARTICLE 6 - PENALTY CLAUSE 


Aitus irrevocably undertakes to pay Omnium, or any entity that replaces it for the purpose of 
acquiring or holding the Shares, the penalty fixed below as damages, in the event the transfer of 
title to the Shares and/or the payment of interest specified in 3.2 above is impossible, namely 
because of NCLH's insolvency, dissolution, bankruptcy or inability to pay its debts or due to a 
new regulation or decision issued by the US, European. French or Swiss authorities. 

The amount of the penalty shall be equal to the price of the Shares held by Omnium at that time, 
as indicated in 3.1 above, plus interest at the 12-month Libor rate + 3.60% per annum, from the 
date of Aitus’ last interest payment pursuant to 3.2 above until the date of payment of the penalty 
to Omnium. 

Said penalty shall be paid no later than fifteen calendar days after Aitus is unable to perform its 
aforementioned obligations. 

In the event Aitus pays this penalty to Omnium, the payment shall be made in US dollars. 
ARTICLE 7 


It is expressly agreed that Omnium shall be automatically considered to have fully performed its 
obligations under this agreement in all cases where the Shares have been transferred to Aitus or 
its substitute on. a date or dates prior to those specified herein. 

[Stamp in English: confidential pursuant to protective order] 

ARTICLE 8 


Aitus shall pay all the costs, duties and taxes of any kind that may be due for any reason 
whatsoever as a result of this agreement and the transfers of Shares. 

The rights and obligations of the parties under this agreement shall be binding on and shall inure 
to the benefit of all of their successors, transferees and beneficiaries. 

ARTICLE 9 


For the performance hereof, the parties elect domicile at the addresses first above written. 
Furthermore, they agree to inform one another immediately of any change, in said address. 
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ARTICLE 10 

The undersigned expressly undertake not to disclose this agreement to any third party, except for 
those Authorities entitled to be informed of it or their counsel, or other than in order to compel 
the other party to perform its undertakings if it has refused to do so. 

Save for the exceptions listed above, any party which discloses this agreement or makes 
disclosure necessary shall bear all the consequences of said disclosure, of any kind whatsoever. 


ARTICLE 11 


The parties ag e to endeavor to find an amicable solution to any problem that may arise in 
connection with this Agreement or its performance. 

They also agree to refer to an arbitral tribunal any dispute whatsoever that cannot be amicably 
settled, and that may arise in connection with the validity, construction or performance of this 
agreement. 

The sending of the notice by the first party or of the response by the second party referred to 
under point two below shall be deemed to constitute an arbitration agreement, in accordance with 
this article. 

The Tribunal shall be formed in the following manner: 

1. The party wishing to refer a matter to arbitration (the first party) shall give the other party (the 
second party) notice, by registered mail, return receipt requested, stating the subject matter of 
the dispute and its wish to refer the matter to a sole arbitrator or to a panel of three arbitrators, 
in which care the fit : party shall disclose the identity of the arbitrator it has appointed; 

2. the seconi party sha I reply in a letter sent by registered mail, return receipt requested, either 
agreeing to the first party's proposal to refer the matter to a sole arbitrator or disclosing the 
identity of the second arbitrator it has appointed; 

3. should the second party fail to reply within fifteen days of the date on which the first party’s 
letter is tendered for delivery, or should the parties be unable to agree on the identity of a sole 
arbitrator within fifteen days of the date on which the second party’s lener is tendered for 
delivery, or should the two appointed arbitrators fail to agree on the identity of the third 
arbitrator within fifteen days of their appointment, the first party to act may request the 
appointment of a sole arbitrator, or the second or third arbitrator, as the case may be, by 
means of an order m? le by the Chief Judge of the Paris Commercial Court ( Tribunal de 
Commerce), ruling in < mergent proceedings. 

The arbitration agreement shall be drafted and signed no later than thirty days after the 
appointment of the third arbitrator. Failing this, the provisions of the New Code of Civil 
Procedure ( Nouveau Code de Procedure Civile) on arbitration shall apply. 
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The arbitrators shall make an award within three months of the date of the arbitration agreement. 
The arbitrators may ask the parties to extend this deadline should they consider this necessary or 
appropriate, provided however that the proceedings shall not be extended for more than two 
additional two-month periods. 

The arbitrators shall allocate the arbitration costs (arbitrators' fees, expenses and fees of the 
parties’ counsel and costs of expert opinions) between the parties as they see fit. 

Any party who obliges the other party to seek enforcement of the arbitral award because of its 
refusal to abide by the award shall pay all taxes, duties and fees that may be incurred in 
connection with said enforcement. 


Executed in Paris 
on November 16, 1992 
in two original counterparts 


Omnium Altus 

(signature) (signature) 
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Translator’s Notes 


1 French is unclear - one or more words appear to be missing. 

1 November 30, 1993 is indicated as the payment date two paragraphs earlier 


Revised by Aspen Traduction 


//ol/-? 



120 


Ifcc. 


cornu; » ccmor a tj sm DMcnow 


sms us socbstwed 


• astro* awn* t.i. 

SoclAU dn droit auinaa mu capital da FS 20 7)0 000, 

dont la aide* aoclal aat 1 F laea daa iarfuaa, 1201 GBOYI * SJXSS* • 

raprdnoastda par Naoalaur Sarvd CQK 3 I 3 , Frinidant da <*— tall 

d’AdalnlJtmtlan, 


Cl>apHM ddalfad 'OKTOT 


P’qq FAW 


MS 


- ALTOS rouse* 

Soddtd Aaocyaa da droit fraacal*, aa capital T. * *CS 109 300, 
iat la Alit» aoctal aat 3*/J« mu da Triadland, 75008 FAKX3 - TWKS - 
Inacrlta aa *n*i»tn du Co aa m eg at daa Socidtd* da PAAI3, aoua la nundro 

■ 722 0*9 8 n. 

raprdaoct** fmr SoMioar Taaa OUSSACKX, Oiractaur OfcUral Adjoint, 
ddelarnot »tr* i M a i t habllltd A 1'antlcr «fflt daa prdaaotaa. 


Ci-«pr*a ddalfoA ’ALT0B* 
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n. a ire mALAxiBqsrr pggg 3 on son j 

U SocdAtA ntv OUJKHJCEA UR KUOlQS DC (d-aprda I.C.L.I.) Mt un, 
•edit* hat dint da droit aairicalo eutitutt pent dt rs leuomln t 100 t 
da l» Socidtd da droit sadricais AOOM HATICKAL LIT* ASSORAJC* CORPART (ei- 
•pHa *AiaaM*) dim: partielpar nj plan da raprlM te COtO-TIYI LOT. 
ueliti d'titunaa da l'tut da CALUaRXH an Liquidation. 

OKU doit prccddsr dans 1 m prochtlan n aai r ma at au plua ttrd la 31 
Bteaabra 1992 4 l’aequisitioo par aouacriptiao tcprM da R.C.L.I. da 190 
(cast dodfuasta) actions da I.C.L.I. enacuna d'ts aontsat nomin a l da 100.000 
(mt all! a) doll an 0.3, {d-spr*s laa 'Actions*) rapriaantaat au Jour da 
laor acquisition 15 I da capital da R.C.L.I. 

ParaUAlamact. CMCltM Mt aijca t aira d’-jc pacta d'ictiesoaina da R.C.L.I. 
autorlaact la eaaaloB dM Actions dtalda fur iu pdrlsda da cinat ana A 
ream ta r da laur acquisition, 

ALTO aouhaitaot acqudrlr 1 m Act-1 ana. la prdaanta vanta 4 tana a dtd 


g cac Kc caq i .oi sbsl. a * n i 


tarns 1 -...mat 

1 . 1 . mam nod pair Lm prdaantM I ALTOS, qui l’accmpta, err pri*. 
conditions at aodalitda itipulda cl-tprds. la total ltd daa Actions da 
I.C.L.I. pt'aUa doit acqndrir, aoit 150 actions da 10 Q.CCO dollars B.S. 
da nominal ctacuna, antltrn int libdrtM. 

Da commotion axpraaaa antra laa parti m . la prAasots vanta Mt reeelua 
mourn rdaa rn da 1' acquis! tire dM Actions par <*KH9t au pits tard la 31 
S Ho ' ah ra .19?3, 

A dtfaot da rdaliaation da eatta acquisition pour qualqua tana* qua ea 
aoit A oatta data, la prdaant contrat davlandra caduc da plain droit, 
MM I n dam- ltd da part at d‘ antra. 

1 , 3 . * aadcution da la prdsanta vanta. la tranafart da 100 t dM Actions an 
profit da ALTOS s'sffactuars aux dpoquM at pour lM quotitda 
ad vie CM 1 

a) * r aspiration d'un ddlai d'un an A ecaptar da l'acquiaiticn dM 
Actiooa par OKIW, uo lot Lndivisibla corraapoodant A 5 * dM 
Acticma, 

b) I l’axplratioo d'tn dAlai da daur mm A coaptar da l’acqulaltion das 
Actions par atom, te data! dam lot indiviaibls corraaporeiaiit AS* 
dM Actions, 

ej A l'axptratloa d'un ddlai da troll ana da 1' acquisition 4 m Action* 
par cwrlw, te lot ladirialbla corraapoodant A 10 * daa Actions. 
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fix* as 3.1. 

. SB tiers das Actions 
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Mr. Green. OK, thank you. That is fine. 

Mr. LeVine. This is sale of a stock, or a forward sale, I believe. 

Mr. Ose. Well, it gives one party the option to purchase the stock 
within some period of time in the future. 

Mr. LeVine. I want to be cautious about not categorizing it as 
a call because I believe that Omnium absolutely had no ownership 
interest, and other people have to testify to this. 

Mr. Ose. OK. 

Mr. LeVine. In other words, Altus actually had the ownership in- 
terest. 

Mr. Ose. The net effect is to give control to some other party, if 
I understand? 

Mr. LeVine. That is my understanding as well. 

Mr. Ose. And that other party would be, according to this docu- 
ment, Altus that would have control over Omnium’s share? 

Mr. LeVine. That’s right. 

Mr. Ose. According to this document. Now when did the Insur- 
ance Department become aware of these arrangements? 

Mr. LeVine. We became aware — well, the department was first 
told that some arrangement might exist in the middle of June. I 
don’t have the exact date in mind. The documents actually were re- 
ceived by us in January 1999. 

Mr. Ose. So middle of June 1998 

Mr. LeVine. Yes. 

Mr. Ose [continuing]. To January 1999, you heard anecdotally, 
more or less, in June 1998; you got actual documents in January 
1999? 

Mr. LeVine. That is correct. In January 1999 we received copies 
of some — there were a number of different, we called them “por- 
tage,” is our version of the French word. We got a number of the 
“portage” contracts in January 1999. 

Mr. Ose. So there are a number of these agreements. In whole, 
they comprise 100 percent ownership of the entity, but Company 
A has got an agreement, Company B has got an agreement, Com- 
pany C has got an agreement. Is that what you are referring to? 

Mr. LeVine. Some of them have different arrangements. MAAF 
and Omnium Geneve have written agreements. In connection with 
two of the other French fronts, as we say “fronts,” I don’t know 
that they had written agreements quite as nice and neat as these, 
but it is our belief and our allegation that they had effectively 
agreements whereby they didn’t own the shares and that Altus did 
own the shares. 

Mr. Ose. The net effect, giving Altus control of the shares? 

Mr. LeVine. Right. 

Mr. Ose. And, thereby, control of the company? 

Mr. LeVine. That’s right. 

Mr. Ose. All right. Were there any provisions in these documents 
for confidentiality, any confidentiality provisions in these docu- 
ments? 

Mr. LeVine. Yes, there are. They say that they will be kept se- 
cret. 

Mr. Ose. For what purpose? 
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Mr. LeVine. Well, you have to ask the defendants, but I assume 
so the violation of the Bank Holding Company Act and Insurance 
Code Section 699.5 won’t be revealed. 

Mr. Ose. Now these documents were executed, if I recall, back 
in 1991? 

Mr. LeVine. They vary. There are some in 1991; there are some 
in 1992; I believe there are some in 1993. 

Mr. Ose. So prior to the actual closing of the sale, these docu- 
ments were in existence, but nobody knew about it? 

Mr. LeVine. That’s our belief. It is our belief that — right, that 
Altus had the ownership interest prior to the closing. 

Mr. Ose. Now did Credit Lyonnais — the Commissioner’s office re- 
quired some sort of a guarantor from the successful bidder on cer- 
tain assets or payments to be made to the policyholders? Do you 
recall that? 

Mr. LeVine. I’m not sure what you have in mind. There were 
guarantees. Some of the bidders had guarantees; other bidders had 
guarantees of capital values. I’m not sure what you have in mind. 

Mr. Ose. Let me ask the question differently. Did Credit Lyon- 
nais play a public role as a guarantor of certain purchases in this 
case? 

Mr. LeVine. I don’t think — again, I am not the person with the 
precise knowledge, but I can tell you what is my basic understand- 
ing. There was a time when they guaranteed Altus’ ability to buy 
the junk bonds, and I believe that they gave a guarantee that the 
minimum capital and surplus of the new company, Aurora, they 
guaranteed that capital. 

Mr. Ose. At what level? 

Mr. LeVine. $300 million. 

Mr. Ose. OK. If you will look at exhibit 6, it is a letter to the 
Commissioner of the Insurance Department from or on Credit Ly- 
onnais’ stationery, dated April 19, 1991, representing “such addi- 
tional funds as may be required to consummate the additional 
transactions being discussed as soon as agreement is reached.” 

Is this the document that the department considers to be the 
$300 million guarantee? 

[Exhibit 6 follows:] 
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CREDIT LY0NNAI8 

Puts. April 19, 1991 


LI 


The Honorable John Oaramendl 
Insurance Commluion«r 
Scot# of California 
Dept. of Insurance 
770 L Street, Suita 1120 
SACRAMENTO, California 95AM 
USA 


IFH/FG/MJ 


3*ar Mr. Commissioner, 

TWa latter U In reference to certain proposed tr ana act tom b**w#*o 
Executive Lift Insurance Company of California (TUC7) and an Investor group 
composed of AlfUi Finance and other substantial Institutional In vast or* (the investor 
Group*), involving the purchaaa of certain aasotc and the restructuring of certain 
ItablifUee of £UC and certain subsidiaries. We understand that The details of these 
transactions, Including condition* to their consummation, will be set forth in a 
definitive agreement to be completed within the near future. 

We under* land that thaso transactions. If consummated, will require a 
caah equity Investment of three hundred million dollars. Please be advised that we are 
holding for the account of the inveetor Group, or will make available for Ita account, 
funds In the amounts referred to above, upon our receipt of notice from the Investor 
Group that such amounts are required under the terms of the definitive document* 
currently being negotiated. 

We further understand that significant additional funds m*y be required 
for the purchase of substantial portions of the assets of EUC and its subsidiaries. 
Pleas* be advised that we are holding for the aeoount of the Inveetor Group, or will 
make available for Us account, such additional funds aa may be required to 
consummate the additional transactions being discussed as soon as agreement la 
reached. 

The foregoing ataurtncee are premised and subject to the assumption that 
deflnlilv# documentation will b* executed by may 19. J99J and that contemplated 
transaction* will be consummated within 90 day* thereafter. 


Sincerely yours. 

J.T. HA8EREK 
Chairman of the board 


TCTTRL PflGE.03 ** 
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CREDIT LYONNAIS 


Pirtt. May «. 199! 


The Honorable John Garamendl 
Insurance Commissioner 
State of California 
Dept, of Insurance 
770 L Street. Suite 1 120 
SACRAMENTO. California 95814 
USA 


JFH/FG/393 


pH : Kirjsnetng/Letter of Credit 
Deer Mr. Commissioner, 


This letter Is in reforence to the propose! to rehabilitate Executive Life 
Insurance Compsny of California CK14CT) on behslf of »n investor (roup composed of 
Altus Finance and other substantial Institutional Investors (the ‘investor Group")- We 
understand that such rehabilitation would Involve the purchase of certain assets and 
the restructuring 0 f eertsin liabilities of EUC. as well as the Infusion hf substantial' 
equity capital Into the rehabilitated entity. We also understand that the parlies will 
enter into discussions regarding the proposed transaction but that the parties will have 
no obligation to each other unless and until a defintlvc agreement is executed by the 
parties, including your ofTtcc and the Investor Group 

This letter will confirm that subject to the conditions set forth herein, we 
have committed to provide financing or a letter of credit In the amount of 3 billion (X 
US) to the Investor Group to fund amounts that may be payable by the Investor Group 
under the defmUve agreement. Any such financing or letter of credit may be provided 
by or through Credit Lyonnais U.S. and may involve the participation of crtdlt 
Lyonnais. 


The above*d escribed commitment is subject to the execution of a defintlvc 
agreement, and the negotiation and execution of an agreement concerning the terms of 
such financing or letter of credit, which terms must be mutually agreed to by the 
parties. Including the Investor Group and Credit Lyonnais, in their sole discretion. 

This letter will expire on June 21. 1991, unless otherwise extended. 


Sincerely yours. 



J.Y. 11AOERER 
Chairman of the Board 


IM . !CjV> 1 I'.m . li« 
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Mr. LeVine. I don’t know how many different documents there 
might have been, but I believe this refers to the $300 million guar- 
antee, yes. 

Mr. Ose. So there was correspondence in April 1991 relative to 
the guarantee that, if I recall, was outlined in this memorandum 
as being a necessary part of the deal between this party, in this 
case Credit Lyonnais, relative to Altus’ ability to perform? 

Mr. LeVine. Well, the $300 million might relate to the ability of 
the MAAF group of investors to perform, but yes. 

Mr. Ose. But this is what constitutes a representation that there 
was a guarantee? Now this also contemplates that the transaction 
would be consummated within 90 days, if you look at the last para- 
graph of the letter, dated April 19, 1991, exhibit 6? 

Mr. LeVine. They were only off by a little. [Laughter.] 

Mr. Ose. Well, that begs the question. I mean I have borrowed 
money before, and I have had letters of credit. Typically, there is 
a charge for that. I mean $300 million, I figure half a point. 

Mr. LeVine. I have no idea. 

Mr. Ose. You don’t have any ideas about that? 

Mr. LeVine. I have no idea about the mechanics of that, the me- 
chanics of their guarantee. 

Mr. Ose. OK. 

Mr. LeVine. I don’t mean to be flip, but you know that the trans- 
action didn’t close for years. 

Mr. Ose. Well, that is my point. I mean, in fact, it was Septem- 
ber 3, 1993. 

Mr. LeVine. That’s right. 

Mr. Ose. I just want to be clear that I understand the purpose 
of this letter of April 19. Is the purpose of this letter to assure the 
department that the guarantee is in place? 

Mr. LeVine. I am going to have to say that I don’t know the an- 
swer to that, and probably the Commissioner’s staff who were in- 
volved in the negotiation of this and will be deposed on all those 
kinds of questions are the ones that can answer it best. I mean, 
it certainly evidences it, and I don’t know if there are other docu- 
ments that also relate to it. 

Mr. Ose. You have already mentioned that or we have already 
covered the fact that this had a 90-day period, so you figured it was 
going to end in 3 months. 

Mr. LeVine. Well, somebody thought that. 

Mr. Ose. OK. 

Mr. LeVine. Or maybe somebody thought that. I shouldn’t specu- 
late whether they thought they were going to really consummate 
anything within 90 days. 

Mr. Ose. Was Credit Lyonnais’ guarantee — I mean, I presume 
from the simple reading of this that they expected a timely trans- 
action and that they would be out of it in 90 days. It doesn’t say 
that explicitly, but — well, actually it does. It says that, “con- 
templated transactions will be consummated within 90 days there- 
after,” of May 19, 1991. So, essentially, they are saying they are 
out of this thing in 90 days? 

Mr. LeVine. Yes, I read the same words, but I just don’t know 
what all was going on. As you know, April 19, that is 8 days after 
we seized the company. 
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Mr. Ose. Right. 

Mr. LeVine. I have no idea all the circumstances that surround 
this and 

Mr. Ose. OK. 

Mr. LeVine [continuing]. What else might have been spoken of 
or written or in words. 

Mr. Ose. And the transaction continued for roughly a year, 2 
years after that, a little over 2 years beyond that. Can you give the 
committee some sense as to why the transaction went on or took 
this long? 

Mr. LeVine. Yes, there was a lot of litigation. There was litiga- 
tion over whether the muni-GICs were properly policyholders or 
not. There was then litigation over whether the Commissioner’s 
plan for valuing the muni-GICs was proper. I think those are the 
major pieces of litigation, but perhaps, as Mr. Corcoran noted, 
there’s a lot of people who had a lot of dogs in the fight, and every- 
body was asserting their rights. 

Mr. Corcoran. There was Guaranteed Fund litigation. There 
was contract definition litigation. It was incredible. It was a “bar 
association meeting.” 

Mr. Ose. Now I want to go through and make sure I understand 
how the succeeding entity dealt with the policyholder claims. The 
company was seized. The portfolio, in part or in whole, was liq- 
uidated for the purpose of raising cash. We heard from our two wit- 
nesses earlier, Mrs. Jacobson and Mr. Bozeman, that their distribu- 
tions were reduced. 

How did the department go about determining who got what 
after the seizure? 

Mr. LeVine. Well, I believe it is actually in both this rehab, plan 
and then probably also in something called the product books, but 
it is my understanding that actuaries and other people were in- 
volved in determining how to give what is colloquially called a hair- 
cut to the policies, because Executive Life being insolvent, it obvi- 
ously didn’t have enough to pay everybody. I think it was quite a 
complicated procedure and Executive Life had quite a complicated 
collection of products it sold. 

Mr. Ose. Now you had 300,000-odd policyholders. Some of them, 
their benefits exceeded the $100,000 and the $300,000 thresholds. 
To the extent that you had policyholders whose benefits were 
$100,000 or less in one case or $300,000 or less in another, those 
folks were taken care of by virtue of the Guarantee Fund? 

Mr. LeVine. I would assume generally that is correct, assuming 
their State had a $100,000 limit, right. 

Mr. Ose. OK, in California I think that is the case. 

Mr. LeVine. So there was restructuring — it is a very complicated 
transaction. There are restructuring percentages. There is some- 
thing called conservation date statutory reserves. They had to find 
a way to value the policies to know what they were worth, to know 
how to structure them. 

So somebody just having a $100,000 shortfall, I don’t know that 
I could be the one to say they automatically got their $100,000 
from a guarantee association. It was tremendously complicated. 

Mr. Ose. And, yet, in New York you had to deal with something 
similar, I am sure, relative to policyholders? 
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Mr. Corcoran. Well, the nature of the product was pretty sim- 
ple. It was single-premium, deferred annuities and some structured 
settlements. It wasn’t nearly as complicated as the California com- 
pany. 

The key issue there was what was guaranteed under the Guar- 
antee Funds and what wasn’t, but, once again, as I said, the assets 
were adequate long term and only needed to be provided with some 
liquidity. MetLife, more or less, stepped up to the bat. Ultimately, 
I believe MetLife, it was a good deal for them. All the old policy- 
holders were made whole, I believe. 

Mr. Ose. Now the folks in California, the Guarantee Fund, to the 
extent that they stepped up, they now are a creditor to the estate? 

Mr. LeVine. They have subrogation rights, right. 

Mr. Ose. So any recovery, they might get a piece of that? 

Mr. LeVine. That is correct. 

Mr. Corcoran. The Guarantee Fund also had their own exotic 
formula, and that was subject to challenge, that we got involved in. 
It wasn’t so simple. I thought it was simple. We had written a stat- 
ute thing that was simple, but they came up with these theories 
of weighted coverage. So that became part of this case. 

Mr. Ose. If the department or the attorney general or the De- 
partment of Justice successfully conclude their actions and they re- 
cover $100, for lack of a better number, how does that $100 get al- 
located out to the current creditors, if you will? 

Mr. Green. I am assuming by that question, Congressman Ose, 
that you are presuming that, if the U.S. Department of Justice 
prosecutes and gets money, that will assign $100 to the policy- 
holders, because I don’t think Mr. LeVine and I are competent to 
testify as to when the Federal Government makes a recovery, how 
the award or penalty gets 

Mr. Ose. OK, let’s say in terms of the attorney general of Califor- 
nia or the Insurance Department. 

Mr. Green. The next one, as you know, the attorney general’s 
case has been dismissed, but it is on appeal. That is a qui tarn ac- 
tion and there are some real issues about how much the qui tarn 
gets and how much the attorney general’s qui tarn fund gets. 

Now the third is ours and, as we have explained to the staff, it 
will go pursuant to, first, section 1033 of the California Insurance 
Code, which sets up priorities very similar to the Bankruptcy Code 
priorities. Then that money assigned for policyholders, which are a 
second priority under our statute, would go pursuant to the reha- 
bilitation plan. Those participating guarantee associations — for ex- 
ample, Congressman Burton mentioned Indiana, which we now 
think that the debt to that association is $38 million — they are sub- 
rogated to their policyholder rights. So they would get, if there was 
money, they would get — their proportionate share would go to the 
Indiana Guarantee Association, and policyholders would get their 
proportionate share pursuant to the rehab, agreement. 

Mr. Ose. So you’ve got $38 million going to Indiana. 

Mr. Green. Hopefully. 

Mr. Ose. You’ve got $600-odd million that would go to — is it 
CIGA? 

Mr. Green. CLIGA. It is called CLIGA. 
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Mr. Ose. OK, California Life Insurance Guarantee Association. 
Then there are other states that have participated. 

Mr. Green. Right. 

Mr. Ose. So they would each get a piece. So if you add all that 
up, what does it come to? 

Mr. LeVine. Do you mean what is the percentage? 

Mr. Ose. No, what is the number we have got to get or recover 
in order to make everybody whole? 

Mr. LeVine. Oh, I don’t have that number, but it is astronomical. 
I think the loss for time value of money and everything else 

Mr. Ose. This is Washington; I mean the numbers — [Laugh- 
ter] — 

Mr. LeVine. I don’t know the number. It is billions, “billions ” 
plural, I am certain. 

Mr. Ose. $5 billion? 

Mr. LeVine. Oh, I couldn’t even speculate because I don’t know. 
I am not sure that anybody, first of all, has calculated the actual 
loss that each policyholder took, taking what they got versus what 
they would have gotten had Executive Life never gone under. I 
don’t think that number exists. 

Mr. Ose. OK, so it is more than $1 billion because you said “bil- 
lions.” 

Mr. LeVine. I think it is more than $1 billion, yes. 

Mr. Ose. Is it more than $2 billion? 

Mr. LeVine. I’m going to guess more than $2 billion, but, I mean, 

I 

Mr. Ose. Is it $10 billion? 

Mr. LeVine. I don’t even have a basis for speculating on how 
much it takes to make everybody whole. I would hope $10 billion 
would do it, but I don’t — I shouldn’t even say that because I just 
really don’t know. 

Mr. Ose. If I understand correctly, on qui tarn provisions the 
whistleblower gets a percentage, is that correct? 

Mr. LeVine. That is correct. 

Mr. Ose. What is the percentage? 

Mr. LeVine. Oh, well, that’s the AG’s lawsuit. It depends on 
whether or not — my understanding of that law is it depends on 
whether or not the attorney general has intervened in the case. In 
that case, since the attorney general did intervene in the case, it 
is lowered, I would say, 15 to something. 

Mr. Green. Yes, but once the attorney general intervenes, while 
the qui tarn recovery goes down, the attorney general is entitled to 
make a recovery for his qui tarn fund. So, yes, we understand — 
again, I am talking as a Deputy Commissioner, not a Deputy Attor- 
ney General — we understand that can be, the fund recovery can be 
as high as one-third. That is money that would not go to policy- 
holders. That money would go to the attorney general’s qui tarn 
fund. 

Mr. Ose. What is that money used for? 

Mr. Green. Well, it funds — again, I am talking as a Deputy 
Commissioner, because in my AG life I don’t work on false claims 
cases, but it is my understanding it goes to fund the attorney gen- 
eral’s whistleblower lawsuits. 
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Mr. Ose. I have to ask this question because I don’t quite under- 
stand why this would ever occur. We’ve got a situation where the 
policyholders have just been pounded. Why would you turn over up 
to a third of a billion dollars in one case or a third of something 
even larger to a fund that doesn’t benefit the policyholders? Are 
there no limits on this? 

Mr. LeVine. I believe they say that there are limits, but I believe 
the attorney general would tell you that they have some flexibility, 
but we agree. That is why we believe the Commissioner suit — the 
Commissioner is the proper person to pursue recovery, because no 
part of the Commissioner’s recovery goes to an attorney general’s 
qui tarn fund. 

Mr. Ose. I will admit to some concern about the level of reward. 
I mean I recognize we would never have gotten this information 
without somebody stepping forward, but having stepped forward, 
what is the right amount to reward such a person? How do we 
make it enough so that the next guy does the same thing without 
hammering the policyholders? 

Mr. Green. I can tell you of a case, because I use it in the busi- 
ness law classes that I teach, of a case for defrauding Medicare and 
Medicaid where the whistleblowers, three whistleblowers are going 
to share $105 million. That was just reported in — it was an $875 
million penalty that the drug companies agreed to pay, and $105 
million 

Mr. Ose. So they got one-eighth. They got one-eighth of it? 

Mr. Green. One-eighth, yes, but it is $105 million being shared 
by three individuals. 

Mr. Ose. You are making an argument for some sort of a cap on 
such rewards. 

Mr. Green. No, not — I echo Mr. LeVine’s comment, that our 
laws — while the Commissioner has gone on record as supporting, 
as being in favor of a decision by the Department of Justice to in- 
dict and bring criminal charges, in terms of a civil action ours is 
the one that in theory, and we hope in reality, will prove to provide 
the best benefit for the policyholders. 

Mr. Ose. Let me change the focus here a little bit because I don’t 
understand something relative to the component parts of the total 
estate. There were about $1.9 billion worth of guaranteed invest- 
ment contracts that were held by or sold by Executive Life. The ini- 
tial determination was that those constituted junior creditors at 
the time the insolvency was declared, and they were essentially 
wiped out with that determination. 

A subsequent court ruling reinstated them as equal participants 
to the initial group of beneficiaries. Have the holders of the guaran- 
teed investment contracts received anything in this process? 

Mr. Corcoran. No. 

Mr. LeVine. Yes. 

Mr. Ose. You need to turn on your microphone. 

Mr. Corcoran. I don’t believe ultimately — I left the case after a 
while, but they got payments but they never got Guarantee Fund 
coverage, but they got a haircut payment and, ultimately, some 
may have been made whole, I think, after time. There was a time 
value of money loss to them, but I think they did not qualify for 
Guarantee Fund coverage. They lost something. 
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Mr. LeVine. That is my understanding as well. They don’t qual- 
ify for Guarantee Fund coverage, but they were policyholders. That 
was the ruling of the Superior Court. It was upheld by the Court 
of Appeals. So they had the rights of policyholders. It is my under- 
standing that most of them opted out. So they got their cash when 
they opted out. 

Mr. Ose. They cashed in at the haircut value? 

Mr. LeVine. Yes. 

Mr. Corcoran. Right. The analysis they did was get the cash 
now; by the time this is over, I will get my money back through 
my own investments; I’ll lose it on my own. 

Mr. Ose. Was that a universal approach? Were there some that 
did stay in? 

Mr. Corcoran. The 60 companies I represented, it was mixed. 
It was mixed. Most of them opted out and took their cash, I believe. 

Mr. Ose. In opting out, did they waive any claim to further pay- 
ment? 

Mr. Corcoran. I believe they did, and they wanted to litigate 
separately against the Guarantee Fund, but I don’t — in some courts 
they were there, but it was state by state. 

Mr. Ose. So there are still a few that are in there having not 
opted out? 

Mr. Corcoran. I believe there is, yes. 

Mr. LeVine. Well, opt-out, they are still policyholders, so they 
will still share in a recovery. 

Mr. Ose. They still get checks? 

Mr. LeVine. But you are correct that by opting out they got their 
haircut liquidation value. Maybe I shouldn’t speak about liquida- 
tion value. They got their haircut and they did not share in en- 
hancement payments that were received by those who opted in. 

Mr. Ose. Right. 

Mr. LeVine. The real estate trust, something called the base as- 
sets trust, something called the 

Mr. Corcoran. Quite a few of them stayed in, I think, for that 
purpose, but quite a few got out. 

Mr. Ose. If there is further recovery through this deliberative 
process with our friends across the pond, will the policyholders, re- 
gardless of class, benefit from that? 

Mr. LeVine. Yes. 

Mr. Ose. So you will have not only the structured settlement re- 
cipients like Mrs. Jacobson and Mr. Bozeman, but the holders of 
the guaranteed investment contracts and the like also? 

Mr. LeVine. Right. They are policyholders according to the court 
ruling. 

Mr. Ose. Is there a difference in the treatment of any of these 
policyholder classes dependent upon who prevails in the litigation? 
For instance, if it is the Federal Government versus the attorney 
general versus the Insurance Commissioner? 

Mr. Corcoran. I think it would go pursuant to a preference 

Mr. Green. Whatever money is allocated to go to the estate will 
go pursuant to the combination of the priority statute and the 
rehab, plan. 
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Mr. Ose. Is that a function of the actual — if there is a settlement, 
is that a function of the actual settlement talks or is that a legally 
defined 

Mr. Green. It is legally defined. 

Mr. Ose. OK. So there is no discretion, if you will? 

Mr. Green. Yes, I don’t believe the Commissioner has any discre- 
tion. If, for example, tomorrow we sat down and the defendants 
said, “We’ll write you a check for ‘X’,” I don’t believe the Commis- 
sioner has any discretion except to put that into the ELIC estate 
and have it paid out pursuant to the combination of the Insurance 
Code and the rehab, plan. That would be done with notice to the 
liquidation court, which is the Los Angeles County Superior Court. 

Mr. Ose. All right, now we have invited a number of people here, 
as we invited you. You all came; some didn’t. I will tell you I am 
somewhat disappointed that those didn’t. Had they come and the 
people would come, the person who was the elected Insurance Com- 
missioner then, the Department of Justice, or the person represent- 
ing ostensibly the French government, we would have asked them 
a number of questions, such as: 

How long does it usually take for the Department of Justice to 
approve the request of a career prosecutor to move forward on a 
case, and whether 2 years is an above-average length of time for 
that or below average or an average average? Does the Department 
of Justice take into account that statutes of limitations may run 
out while it is pondering its decision? That is a very real concern. 
Is it a normal activity for a foreign government to lobby the U.S. 
Government on criminal cases pending before the Department, and 
if so, what rules apply? 

I hope to ask these questions at some point in the future, and 
I know you guys can’t respond because you are not the subject of 
the questions. 

I appreciate the fact that you all came down here. We may very 
well have additional hearings on this matter because there is a ton 
of money involved and a ton of people, and they have just gotten 
hammered. If somebody on the other side of this just wants to give 
us our money back, then maybe we won’t have hearings, but we 
are going to shine light on this until we get a satisfactory resolu- 
tion. 

We have the typical practice here at this committee of following 
up with our witnesses with written questions. We are going to do 
that. Given the passage of time, we are going to go ahead and end 
this hearing, but we do have written questions we will forward to 
you. We would appreciate timely responses. The record will stay 
open for 2 weeks for that purpose. 

With that, we are going to wrap up. Gentlemen, we thank you 
very much. We thank you for coming. We appreciate your input. 

This hearing is adjourned. 

[Whereupon, at 2:05 p.m., the committee was adjourned, to re- 
convene at the call of the Chair.] 

[The prepared statement of Hon. Henry A. Waxman, additional 
information submitted for the record, and the complete set of exhib- 
its referred to follow:] 
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Opening Statement of Rep. Henry A. Waxman 
Hearing on 

The Collapse of Executive Life Insurance Company 
and its Impact on Policyholders 
October 10, 2002 


The collapse of Executive Life Insurance Company in 1991 is an important issue that 
deserves careful consideration by this Committee. But I am confused by the last-minute timing 
of this hearing and the absence of key witnesses. It is unclear what this hearing will actually 
accomplish. 

The collapse of Executive Life affected over 300,000 policyholders, many of whom lived 
in California. The hardest hit policyholders were those people who relied on annuity payments 
for their living expenses. When Executive Life collapsed, these policyholders - many of whom 
were disabled - lost significant amounts of money. 

For this reason, I wrote to Chairman Burton six months ago, asking him to monitor this 
issue. According to press accounts, the Los Angeles office of the U.S. Attorney’s office 
recommended in April 2001 that Credit Lyonnais be indicted. However, there were disturbing 
reports from the New York Times that the Justice Department might be negotiating a lenient 
settlement with the bank that would provide little restitution to policyholders. Concerns were 
also being raised about efforts by the French government to lobby President Bush and Secretary 
of State Powell. And the French bank had retained a close ally of President Bush to lobby the 
Justice Department. My letter requested that the Committee look into these issues. 

In addition, Rep. Nancy Pelosi and Rep. Howard Berman wrote to Attorney General 
Ashcroft to express their concerns about how the Justice Department was handling this matter. 
Republican members, including Mr. Ose and Rep. Jerry Lewis, have made similar requests. 

How the Justice Department is proceeding in this matter and whether DOJ is being 
improperly influenced by political considerations are important issues falling squarely within the 
Committee’s jurisdiction. These issues need to be - and can be - examined in a bipartisan 


manner. 
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• We have a hearing that may be used for partisan political purposes to affect an election 26 
days from now. 

• And we have a hearing that could possibly damage the only chance for policyholders to 
recover any money. 

This is not how I would have approached this hearing. Nevertheless, if we are able to 
send a unified message to the Justice Department, some good can be accomplished. It is 
important for the Justice Department to understand the loss being suffered by Mr. Bozeman, Ms. 
Jacobsen, and other policyholders, and it is important for the Department to understand the 
urgency of federal action to redress their wrongs. 


3 
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John Garamendi graduated Harvard Business School 

but must have slept through his finance classes 

Fellow alumnus Leon Black was clearly wide awake during his. 


Smart buyer, 
dumb seller 


By EUlc Winninghoff 

Hts is THE storm of how in the 
guise of protecting the public, an 
ambitious politician opened the 
door to vast riches for an equally 
ambitious New York financier. 
The politician is California Insur- 
ance Commissioner John Gara- 
mendi, a former varsity football 
star who aspires to be California 
governor. The New Yorker is 
Leon Black, a 42-year-old deal- 
real-lifc finance in the Michael 
Milken/Drexe! Burnham Lambert university. 

The story is worth telling because it illustrates what 
happens when politicians with scant understanding of how 
markets work match wits with financiers who do. 

I .eon Rlack, an intense man who looks much younger 
than his years, graduated Dartmouth College and Harvard 
Business School. He was co-head of mergers and acquisi- 
tions at Drexel Burnham, helping create many of the 
overleveraged buyouts that collapsed in the late 1980s and 
early 1990s. 

John Garamendi, now 49, is a Californian who played 
end on the University of California’s football team. He 
went off to Harvard’s business school and returned to 
California to take a job and soon after entered public life. 

Our Black/Garamendi story begins on Oct. 13, 1989, 
the day die junk bond market decline began to accelerate. 
The crash was a disaster for Los Angeles’ First Executive 


Corp., a holding company for Executive Life Insurance 
Co. But Fred Carr, First Executive’s boss, was no wild 
crapshooter. A grizzled veteran of the 1973 stock market 
collapse that almost wiped out his hot mutual fund, he was 
careful this time to try to bombproof his investment 
portfolio. 

A year after the junk market began to slide. First 
Executive was sitting with a paper loss of $500 million on 
its junk bond portfolio, and well over $3 billion in 
redemptions out of total policies of $13 billion. Was First 
Executive insolvent; No more so than almost every bank in 
the country' was insolvent in 1981, when surging interest 
rates eroded the theoretical value of their portfolios. No 
more so than many banks were insolvent in 1990, when 
collapsing property values slashed the theoretical value of 
their real estate loans. A substantial proportion of First 
Executive’s junk bonds were still current on their interest 
payments. Held to maturity', most of them would be 
money-good Markets recover from panics. 

But banks aren’t required — at least not yet — to con 
standy mark their portfolios to market; insurance compa- 
nies arc. Which means that in a panic of any sort they can 
become technically insolvent even when able to meet their 
obligations. 

The junk bond market did recover: In 1992 and 1993 it 
was one of the besr performing U.S. markets. Of course, 
many individual issues did go bad, and billions of dollars 
were lost in them. But far more junk bonds paid off than 
didn’t. But by the time junk bonds had been vindicated, 
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California Insurance Commissions- John Garamendi 

Selling the junk bonds cn masse guaranteed a low price. 


First Executive was history. That junk 
bonds sank as low as they did and 
stayed down as long as they did was 
almost entirely the result of political 
bungling. 

The bungling mounted in August 
1989 when Congress passed the hor- 
ribly misnamed Financial Institutions 
Reform, Recovery & Enforcement 
Act. firxu-a ordered the country’s sav- 
ings and loans to sell all their junk 
bonds by 1994. Never mind the price'. 
Just dump them. Dump they did. 
True, in theory they had until July 1, 
1994, bat there was no point in wait- 
ing: Other regulations forced die 
thrifts to mark the junk to market, 
which meant they had to take a hit 
whether they sold the bonds or not. 
So they sold. Moreover, the regula- 
tors all but prohibited commercial 
banks from accepting junk bonds as 
collateral, and insurance companies 
from acquiring large amounts of junk 
bond holdings, further depressing the 
bonds’ market prices. 

By forcing busted S&l-s to dump 
junk bonds in a panicked market, 
Congress cost the taxpayers billions of 
dollars and more or Jess guaranteed 


huge profits for well-heeled bargain 
hunters. Wall Street loved it. The 
investment houses were like pigs roll- 
ing in manure. They bought and put 
into inventory billions of dollars of 
face value in junk bonds, paying 20 
cents, 30 cents on the dollar. When 
the market turned in 1991, the big 
Wall Street houses made billions off 
their junk bond holdings. 

But in our story it’s still 1989 and 
the panic was on, fed by media reports 
predicting massive defaults. Den of 
Thieves , portraying Michael Milken as 
the Great Satan, was soon to become a 
runaway bestseller. The media love a 
good panic story; at the same rime, 
print and broadcast media were glee 
hilly predicting massive bank failures 
when real estate turned down. 

Because it had to mark many of its 
junk bonds to market, in March 1 990 
First Executive was forced to report a 
huge S500 million loss for 1989. As 
news of the loss spread, policyholders 
panicked. By the end of 1990 they 
had surrendered over $3 billion worth 
of policies. Remarkably, First Execu- 
tive had enough cash, high-grade in- 
vestments and good-qualiry junk 


bonds to sell to meet this massive run. 

Enter John Garamendi, who had 
been building his political career as a 
protector of the consumer against big 
. business. In 1988 California’s voters 
made the position of insurance com- 
missioner an elected office. Gara- 
mendi ran for it and, in November 
1990, won. It wasn’t a glamorous 
position, bur it did offer possibilities 
for an ambitious pol. 

Carr was beginning to breathe a 
little easier as Garamendi took office 
on Jan. 7, 1991. The junk market had 
bounced from its October 1989 lows 
(see chart, p. 74). Better yet, policy- 
holder surrenders were subsiding. 
The majority of policies still on First 
Executive’s books were more or jess 
locked in — over half by legal contract, 
the rest because their holders were 
older, unhealthy people and couldn’t 
easily buy other insurance policies. 
Not that the remaining policyholders 
were happy; many of them were kick- 
ing themselves for opting for high 
returns without considering the risks. 

With Executive Life’s reputation 
badly sullied and with most of its 
remaining assets in junk bonds, Fred 
Carr sought a partner with fresh capi- 
tal. By the end of 1990 Carr had a 
deal: The Hartford Insurance Co. 
would buy Executive Life’s 160,000 
whole life contracts (almost half the 
company’s individual policies), and 
Leon Black and his French clients 
would buy some of Executive Life’s 
junk bonds. 

On Apr. 4, 1991 John P. Ginnctti, 
senior vice president at the Hartford, 
presented the Carr/Hartford/Black 
recapitalization plan to Garamendi. 
Garamendi never replied. 

Why? We can only surmise. Gara- 
mendi’s office says the bid was incom- 
plete. Certainly such an outcome 
would have deprived Garamendi of 
the headlines he garnered from seiz- 
ing Executive Life. Jerry- Schwartz, 
head of Windsor Insurance Asso- 
ciates, an agent group affiliated with 
First Executive, puts it this way: “If 
the Hartford transaction had been 
completed — if Garamendi had let it 
go through — Executive Life would 
have been left with SI billion of realis- 
tically surrenderable, run-on- rhe- 
bank policies. But Executive Life was 
sitting with $1 billion in cash, which 
meant they could have handled the 
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foil $1 billion run and then [the run] 
would have been over.” 

At any rate Garamendi’s silence 
benefited Leon Black and his friends. 
Black knew that First Executive’s 
portfolio, though theoretically under 
water, contained much pure gold. 
Who would know that better than he, 
who had structured many of the deals? 

Black had a strong card in his hand. 
Few established U.S. financial institu- 
tions would dare attempt a deal for a 
portfolio loaded with junk bonds; the 
regulators had labeled the whole cate- 
gory toxic waste and made itunattrac- 
tive to make loans on it. But Black had 
financial backing from a big French 
bank, Credit Lyonnais. In the end 
Black got his prize without having to 
negotiate with Fred Carr. John Gara- 
mendi handed him the prize. 

Here’s what happened: Price Wa- 
terhouse was closing Executive Life’s 
1990 books in early 1991 . The losses 
were subsiding, but as a final step, the 
auditors called to ask if Garamendi 
intended to seize Executive Life. Gar- 
amendi refused to answer the audi- 
tors’ questions. With that uncer- | 
tainty and acutely frightened of f 
possible lawsuits, the auditors rc- * 
fused to certify the report. 

It was likely that when news got 
out that Price Waterhouse had re- 
fused to certify, much of the S3 
billion in policies that were still 
surrenderable would be put to 
First Executive for redemption. 
Carr had no choice. He announced 
that he expected a fresh torrent of 
policy surrenders, which he would 
not be able to meet. 

On Apr. 11, barely 100 days 
since taking office, Garamendi 
seized the company. 

Forbes put the question to 
Richard Baum, Garamendi’s prin- 
cipal deputy: Why did Garamendi 
seize First Excc when help was on 
the way — especially w'hcn the junk 
bond market was already recover- 
ing nicely? Baum replied with re- 
markable candor that Fred Carr’s 
personality and reputation were in- 
separable from Executive Life’s fi- 
nancial condition. “We did not 
trust Carr,” says Baum. “We did 
not have confidence that he’d be 
operating in the best interest of the 
policyholders.” 

In the context of the time it is 


hard to fault Garamendi for wanting 
Carr out of the way. Carr is a smart 
man, but his former record as a gun- 
slinger and self-promoter scarcely en- 
couraged public trust. The public was 
in a tizzy about junk bonds and want- 
ed blood. Carr, moreover, was hated 
in the insurance industry for offering 
yields that more conservative compa- 
nies could not match 

Yet Black had been a principal in 
Drcxel Burnham and a leading figure 
in the leveraging of U.S. business. 
Was he a more sterling figure than 
Fred Carr? And what of Credit Lyon- 
nais, sinking in losses and now embar- 
rassed by huge loans to shady Italian 
financiers? 

This much is certain: No sooner 
had he seized the company than Gara 
mendi began negotiating the sale of 
Executive Life’s junk bonds to Leon 
Black, Credit Lyonnais and their 
French partners. 

Let’s recap the score here. Execu- 
tive Life owned junk bonds with afacc 
value of $6.4 billion. Why did Black 


so badly want these particular junk 
bonds? Junk was a $200 billion mar- 
ket. Why didn’t he just buy all the 
bonds he wanted in the open market? 
The answer is: It would have been 
impossible. Had Leon Black, Credit 
Lyonnais or anyone else tried to buy 
huge quantities of junk bonds at those 
depressed market prices, they 
couldn’t have gotten them. The mar- 
ket was extremely thin at those prices. 
Many of the issuers were sound and 
were actually buying in -their own 
bonds at luscious discounts. A major 
buyer would have caused the market 
to spike upwards. 

Sure, some of the bonds in the First 
Exec portfolio had defaulted or were 
in danger of default. But there were 
solid assets behind many of them. 
Whoever owned big chunks of the 
bonds could dictate reorganizations 
favorable ro their interests. 

And the potential fees, oh, those 
lovely fees! Black knew how to milk 
companies for fees in financial reorga- 
nizations; he hadn’t spent 13 years at 
Drexcl Burnham for nothing. 
Whoever controlled the bonds of 
busted companies could decide 
who did the restructuring. At a 
conservative estimate Leon Black 
and his friends have squeezed a 
half- billion dollars in fees from 
companies whose bonds were in 
the First Executive portfolio and 
from other investments he made 
for the French when he acquired it. 

If Garamendi didn’t know the 
portfolio as well as Black did, he 
still must have known it was worth 
more than its theoretical value in a 
thin public market. But he was 
determined to pose as a man who 
chased the junk bondsters from the 
insurance temple. This is con- 
firmed by Ralph Schlosstein, who 
advised Garamendi on behalf of 
New York’s Blackstone Group. 

In selling the bonds as a block at 
depressed prices, Garamendi ig- 
nored advice from the Blackstone 
Group. It had recommended feed- 
ing the bonds into the market 
gradually or selling them back to 
die issuers with premiums for the 
big blocks. The junk bond market 
had bottomed, and there was plen- 
ty of interest in pieces of the port 
folio. Among the well-heeled in- 
vestors who looked at Executive 
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Rotten timing 

Salomon Brothers Long Term High Yield Index (1/31/80 = 100) 



After a powerful 
advance during the 
1980s, the junk 
bond market sank 
for several 

months after Octo- 
ber 1989, and 
then resumed fts 
steep ascent. 

With financing 
from France'6 
Credit Lyonnais, 
Leon Black was a 
big buyer at the 
bottom. Califor- 
nia Insurance 
Commissioner 
John Garamendi 
was an equally big 
seller. 


Life’s bonds were Richard Rainwater, 
Fort Worth’s billionaire Bass brothers 
and music centimillionaire David 
Gcffen. 

But Garamendi ignored his finan- 
cial advisers and decided to sell the 
bonds and the insurance company as a 
package — with the proviso that the 
buyer would keep die bonds and re- 
capitalize the insurance company with 
more conservative assets. Garamendi 
could thus claim he had cleansed the 
portfolio of that terrible stuff, render- 
ing the portfolio fit for widows and 
orphans. 

In August Black presented Altus 
Finance’s first bid to Garamendi: 

$3 billion. This was $2 .7 billion for 
the junk bonds and $300 million in 
fresh capital for the insurance oper- 
ation. Garamendi, naturally, solic- 
ited other bids. 

But alone among bidders. Black 
knew precisely what assets and cash 
flow stood behind the 424 compa- 
nies whose junk bonds were in 
Executive Life’s portfolio. Other 
bidders suspected there was gold 
there; Black knew it, and knew 
where the gold was. He knew the 
underlying companies — their as- 
sets, people, products, markets — 
intimately. He had negotiated with 
Carr for months and had done 
extensive due diligence on Execu- 
tive Life’shard-to-comprchend in- 
surance operations. Black could 


bid with confidence. 

Garamendi demanded competing 
bids within 60 days — not much time 
to line up foreign financing, research 
424 companies and decipher Execu- 
tive Life’s complex insurance opera- 
tions. Nevertheless, there were other 
serious bidders. One was from War 
ren Heilman’s Heilman & Friedman, 
a San Francisco investment firm 
(Forbes, Oct. 14, 1991). The other 
was from the National Organization 
of Life & Health Guarantee Associa- 
tions, an umbrella group of state 
guarantee organizations, nolhga 



First Executive's Fred Carr 

Remarkably, ho met the first nm. 


was already generally obliged to make 
good claims of up to SI 00,000 from 
First Executive’s policyholders. By 
talcing over the junk, NOLHGA could 
liquidate it at its leisure and easily end 
up with higher returns for the policy- 
holders. 

Now came what in retrospect looks 
like a bit of theater. From the three 
bids Garamendi chose nolhga ’s. But 
die acceptance had a string attached. 
Garamendi sought guarantees that 
the insurance companies behind 
nolhga would cover any liabilities — 
and claimed the association didn’t 
meet this condition to his satisfac- 
tion. 

Informed that nolhga could 
I not come up with the $1 billion 
? guarantee, on Nov. 7, 199 1 Gara- 
x mendi rejected NOLHGA ’s bid and 
gave Black and Warren Heilman 
seven days to submit their final 
bids. 

On the first bidding Black had 
bid $3 billion, including $2.7 bil- 
lion for the junk bonds and S300 
million for the insurance opera- 
tions. Heilman had bid $300 mil* 
lion, intending to leave the junk 
bonds in the company. Black raised 
his offer by $500 million. On Nov. 
14, 1991 Garamendi accepted 
Leon Black’s French-financed of- 
fer: $300 million in new capital for 
Executive Life’s insurance. 

How did Executive Life policy- 
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holders fare? The small policyholder 
would have gotten 100 cents on the 
dollar from the NOLHGA proposal no 
matter who won. In the Black deal the 
small policyholders were made whole 
and the larger policyholders got 91 
cents on their policy liability dollars — 
plus a small piece of any profits from 
the insurance company’s operations. 

Heilman’s bid worked out to only 
85 cents on the up -to- $100 ,000 poli- 
cyholders, but it would have given the 
policyholders a much bigger share — 
around 20% — of the profits from sell- 
ing off the junk bonds. Heilman 
planned to leave the bonds in die 
company and liquidate them slowly, 
as opposed to Black’s plan to take the 
bonds out of Executive Life and put 
them in Alms. In short, Heilman 
proposed putting in less cash than 
Black offered, but his offer would 
certainly have been worth much more 
to policyholders. 

Garamendi’s apologists argue that 
no one then knew for sure the junk 
market would come back and that, 
therefore, a 91 -cent guarantee was 
worth more than an 85 -cent guaran- 
tee. To a layman that sounds convinc- 
ing. To anyone who understands 
markets it doesn’t. 

Compare Garamendi’s dump- 
them approach to the Resolution 
Trust Corp.’s way of dealing with 
junk bonds seized from busted thrifts. 
Since 1990 the rtc has had to dispose 
of $8.2 billion in junk bonds. By 
selling the bonds piecemeal to over 
1 00 buyers, the rtc was able to get an 
average recovery of 68 cents on the 
dollar, compared with the 50-cent 
average Garamendi got from Black. 
Nor can Garamendi argue that RTC’s 
junk was better stuff than Executive 
Life’s. “We had some of the crappicst 
bonds in America,” says Eric Alini, 
director of capital markets for the rtc. 
“However, we always did better sell- 
ing smaller pieces and allowing more 
players into the bidding. Large bulk 
sales penalized smaller players and 
almost always made prices lower.” 

The game isn’t quite over. Gara- 
mendi garnered headlines with his 
seizure and prompt disposal. But the 
deal is turning sour for him now. 
Disgruntled policyholders claim chat 
by the time Altus wrote its $3.25 
billion check, the junk bond market 
had recovered and Executive Life’s 


The 

ownership 

shuffle 


Under California law, 
neither banks nor govern- 
ments may control insur- 
ance companies. Under U.S. 
law, banks may not control 
industrial companies. 

How is it that Credit 
Lyonnais, the $335 billion 
(assets) bank that is 52% 
owned by the French gov- 
ernment, came to control 
Aurora National Life As- 
surance Co., formerly Ex- 
ecutive Life, a California in- 
surance company? 

The answer: Leon 
Black and Credit Lyonnais 
have clever lawyers. Au- 
rora is owned by a recently 
formed holding compa- 
ny, New California Life 
Holdings. Who owns 
New California? Nominal- 
ly, the owners are French, 
Swiss and American inves- 
tors, Eli Broad's Sun- 
America among them. 

But pierce the owner- 
ship veil, and Credit Lyon- 
nais controls at least two- 


portfolio had increased in market val- 
ue by $800 million. 

Who owns the $800 million in 
profits that accrued even before the 
deal was paid for? Several groups of 
policyholders are currently in the Cal- 
ifornia Court of Appeal asking the 
court to make Altus pay it to policy- 
holders. 

Garamendi has other problems. In 
his haste to get the deal done and thus 
look decisive, he tried to reduce the 
scale of Executive Life’s liabilities by 
ruling that some of the holders of 
guaranteed investment contracts that 
back municipal bonds were junior 
creditors, not policyholders qualified 
to take part in the settlement worked 
out with Black and the French The 
face value of these policies was $1.9 
billion. Under Garamendi’s plan, as 
junior creditors these policyholders 
would have been wiped out. 

In 1991 the excluded group went 
to court demanding recognition as 
policyholders, not creditors. Last 
March the California Court of Appeal 
agreed and ruled against Garamendi. 


thirds of Aurora through 
loans to the investors. 

How did Black and 
Credit Lyonnais get around 
U.S. laws forbidding 
banks to control industrial 
companies? They put . 
bonds that could be 
deemed to control com- 
panies— some $1.6 billion 
worth — into a new outfit 
called Artemis. Who owns 
Artemis? A Credit Lyon- 
nais subsidiary, Altus Fi- 
nance, owns 19.7%; a 
French company, Finan- 
ciere Pinault, owns 75%. 
According to French press 
reports, Pinault is highly 
leveraged and Credit Lyon- 
nais is a major creditor. 

And an equity owner: 
Something called Clinvest 
owns 11% of Pinault. Clin- 
vest is another Credit Ly- 
onnais division. Does Cred- 
it Lyonnais control the 
junk bonds Artemis nomi- 
nally owns? You be the 
judge. -E.W. M 


The court’s decision meant that 
Garamendi’s rehabilitation plan for 
Executive Life was illegal. The other 
shoe quickly dropped. From the be- 
ginning Garamendi had insisted that 
he was selling Executive Life as a single 
package — bidders had to bid for the 
insurance operation and the invest- 
ment portfolio. But once the Court of 
Appeal ruled that the rehabilitation of 
the insurance operation was illegal, 
several lawsuits were filed claiming 
that this voided the entire transac- 
tion — and demanding that Black and 
the French give the profits back to 
Executive Life’s policyholders. 

Garamendi’s publicity coup con- 
tinues to sour on him. In April 1993 
lie argued to the court that he was 
permitted to sever the sale of Execu- 
tive Life’s insurance operation from 
the sale of the junk bond portfolio. In 
other words he allowed the Black 
group to buy the junk bonds even if 
the insurance company part of the 
purchase didn’t go through. 

“This was stunning,” says Mau- 
reen Marr, former director of the 
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Action Network for the Victims of 
Executive Life (Anvel), an informa- 
tion clearinghouse for policyholders, 
“because it showed there never was a 
package deal.” 

John Garamendi still hopes to win 
the Democratic nomination to run 
against Pete Wilson in California’s 
gubernatorial race in 1996. He’s try- 
ing desperately to keep the Executive 
Life deal from unraveling. He lias 
gone to such considerable lengths to 
stifle critics. The southern California 
chapter of the American Civil Liber- 
ties Union has recently attacked Gara- 
mendi. It accused him of stifling criti- 
cism of the plan by threatening policy-- 


holders with lower recoveries. 

But whatever happens to Gara- 
mendi, Leon Black and his French 
friends are currently sitting pretty-, 
their possession and disposal of junk a 
fait accompli , and with Garamendi’s 
waiver in their pockets. 

Black’s company is called Apollo 
Advisors. Apollo has reaped an esti- 
mated $500 million in fees from the 
companies in the junk portfolio. Ai- 
ms, the subsidiary of Credit Lyonnais, 
owns the junk bonds, but Apollo 
manages them. Black’s company gets 
15% or so of the profit after Aims 
earns 8% on its investment. Mean- 
while, many- of the old Excc Life junk 


bonds have paid off or have been 
converted into new securities. Black 
has taken control of many of the 
companies and used the proceeds 
from other bonds to make yet more 
investments. For a look at the busi- 
ness empire Ixon Black has assem- 
bled, see the following story'. 

While some of the facts may be 
murky, the morai in this messy situa- 
tion is quite dear; a) When politicians 
try- to fix things, they more often than 
not make them worse, and b) Their 
bumbling actions often create finan- 
cial opportunities that are hidden 
from most people but are there for 
people who know the ropes. ■ 


Who paid? 

DON’T TRY TELLING Hel- 
en McGrath, a resident of 
Concord, Calif., that 
John Garamendi got a 
good deal for Executive 
Life’s policyholders. 
McGrath, 63, is one of 
thousands of tort plaintiffs 
who settled claims by tak- 
ing Executive Life annuities 
in lieu of cash. Since Ga- 
ramendi seized Executive 
Life and later handed it to 
Leon Black and his French 
backers, she and other an- 
nuitants have had benefits 
slashed — by up to 50%. 

Garamendi has boast- 
ed that 92% of Executive 
Life policyholders will be 
made whole. McGrath is 
among the unlucky 8%. 
Money that might have 
gone to her has ended up 
instead in Black’s pockets 
and those of his partners. 

Terry Carter is another 
Executive Life payee who 
has fared poorly. Carter’s 
son’s birth was allegedly 
botched at a U.S. military 
hospital in 1980. As part of 
a settlement with her, the 
government paid 
$513,889 for an Execu- 
tive Life annuity. Relative 
to other products then on 
the market, the annuity was 


generous, with a monthly 
benefit starting at about 
$4,000 in 1984 and csca 
lating 3% annually. 

But when Garamendi 
seized Executive Life in 
April 1991, Carter’s 
checks were immediately 
chopped by 30%. She re- 
ceived hardship payments 
to tide her over, but it 
now turns out that Gara- 
mendi structured those 
“payments” as loans 
against Carter’s future 
annuity payments — loans 
that Carter must repay 
with interest. 

By last November Car- 
ter’s monthly benefit, 
which had grown with 
the escalator clause to 
$5,478, was cut in half to 
$2,739. She chose to trade 
in that reduced benefit 
for a lump sum cash pay- 
ment of $272, 478. 

Plaintiffs’ lawyers liked 
putting their clients into 
Executive Life’s annu- 
ities. Why? It was easier to 
negotiate settlements — 
and collect fees. Executive 
Life’s junk-bond-backcd 
policies paid higher returns 
than did competing an- 
nuities. Tills meant the 
same premium would 
buy a bigger benefit from 
Executive Life. So plain- 
tiffs’ lawyers could claim 



they delivered clients 
more bang for the buck. 

Say a lawyer could con- 
vince an insurance compa- 
ny to settle a case for 
$100,000. Plainrifflawyers 
typically take 33% of 
whatever they win, or in 
this case, $33,000. An- 
other $17,000 might go to 
the plaintiff to cover, say, 
immediate medical costs, 
and the rest, 550,000, 
would go to purchase an 
annuity that would pay 
maybe $250,000 over the 
plaintiff’s lifetime. 

If a client asked about 
risk in Executive Life annu- 
ities, the lawyer could 
have said — at least until 
January 1990 — that Ex- 


ecutive Life was rated AAA 
by Standard & Poor’s. 

Vincent and Susan 
Watson accepted an Execu- 
tive Life annuity as settle- 
ment from a Phoenix hos- 
pital where one of their 
their children allegedly suf- 
fered brain damage. They 
are now receiving just 46% 
of the original benefits, 
although they may later get 
help from a $20 million 
pot Garamendi wants to set 
aside towards annuitants. 

Had Executive Life 
held on to its junk bond 
portfolio— or liquidated 
it slowly — all these annu- 
itants might well be 
better off today. 

-Carolyn Geer ■§ 
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STATE OF CALIFORNIA JOHN GAR AMEND!, INSURANCE COMMISSIONER 

DEPARTMENT OF INSURANCE 

3450 WlUSHIRE BOULEVARD 
LOS ANGELES, CA *0010 


i 

HEKORANDPH 


TO: PARTIES INTERESTED IN FINANCIAL PARTICIPATION IN 

EXECUTIVE LIFE INSURANCE COMPANY REHABILITATION PLAN 

RE: - GENERAL STATEMENT OF OBJECTIVES AND TERMS OF THE 

DEVELOPMENT OF THE REHABILITATION PLAN FOR EXECUTIVE 
LIFE INSURANCE COMPANY 

DATE: MAY 21 , 1991 


1- In General: 

It is contemplated that Executive Life Insurance Company 
("ELIC") will be rehabilitated through a plan by which its assets 
and liabilities will be restructured (the "Rehabilitation Plan"). 
The Rehabilitation Plan will ultimately proceed under the 
liquidation statutes of the state of California and, generally 
speaking, will consist of the transfer of assets and liabilities 
to a new entity ("NEWCO") , coupled with the use of a liquidating 
trust. New capital would be placed into NEWCO, which would be a 
California Insurance Company, preferably a clean shell, and an 
assumption reinsurance or exchange transaction would be effected 
whereby policyholder and other contract holder obligations of 
ELIC would receive NEWCO contracts and substantially all of the 
assets of ELIC would be transferred from ELIC to NEWCO. NEWCO 
would be owped by. thos e providing the new capital (the 
"Investors”) , but some participation for the policyholders and 
other contract holders (jointly "Contract Holders" ) should be 
provided either in the form of NEWCO stock held in the 
Liquidating Trust for the benefit of the Contract Holders or by 
profit participation provisions in the NEWCO contracts to be 
issued to the Contract Holders. In addition, the Liquidating 
Trust proceeds would be dedicated to the Contract Holders in 
accordance with the provisions of the Rehabilitation Plan. 

After the transfer of assets, NEWCO would issue new 
contracts (the "NEWCO Contracts") to the policyholders and 
contract holders. The NEWCO Contracts would be structured so 
that they would be similar to the current ELIC contracts, but 
where there are now multiple forms of contracts, such as various 
SPDA forms, NEWCO should issue a single form. Further, the 
current account values of the ELIC contracts would be adjusted 
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down to reflect the existing uncertainties as to the value level 
of the ELIC assets. NEWCO opening account values would be set 
based upon the valuation of ELIC assets transferred to NEWCO as 
veil as the amount of new capital invested by the Investors and 
the other factors discussed below. 

Ultimately, the Rehabilitation Plan would provide for the 
Contract Holders to "trade" their ELIC contracts for NEWCO 
Contracts. 

To augment the NEWCO Contracts, policyholders and contract 
holders would be provided with a contractual right to a "pour- 
over” from the Liquidating Trust of the net proceeds from the 
liquidation of the assets held by it. 

All Contract Holders would also be offered an "Opt out" 
right by which they would not "trade" ELIC contracts for NEWCO 
Contracts, hut would be able to cash out at a discounted 
liquidation value. This Opt Out provision would likely be less 
valuable than any of the options under the Rehabilitation Plan 
due to, among other things, the fact that those opting out would 
receive only the opt out payment and would not have the benefit 
of the new capital invested in NEWCO, would have no profit 
participation in NEWCO, and would have no participation in the 
Liquidating Trust. One would therefore expect few would choose 
this option. 

It is contemplated that Contract Holders seeking to opt cut 
would do so by an affirmative notice to that effect; otherwise 
they will be deemed to have elected to accept the NEWCO Contract 
applicable to them. 


2. General Structure of Rehabilitation: 

The chart on the next page depicts the Rehabilitation 
Structure the Conservator is currently contemplating. The 
general concept is that all "fixed" assets and liabilities would 
be transferred from ELIC to NEWCO. The word "fixed" as used in 
this context means that, subject to the opt out rights, all 
ascertainable policyholder liabilities will be transferred to 
NEWCO along with those assets which the Investors and the 
Conservator are able to satisfactorily value. The Conservator 
will not transfer assets to NEWCO unless he is satisfied that a 
reasonable value has been given for them by the Investors; 
otherwise such assets will be retained in the Liquidating Trust 
and the conservator will liquidate then for the benefit of 
Contract Holders. 

At the closing of the transaction, NEWCO will issue its 
contracts to Contract Holders guaranteeing benefits at a level to 
be determined. The level of this guarantee will be primarily a 
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result of (i) the amount of 
new money invested and (ii) 
the valuation of the assets 
transferred from ELIC. The 
level of the ultimate 
guarantee from NEWCO would be 
determined in the negotiation 
and court approval process and 
would go up or down depending 
upon the valuation of the 
assets transferred to NEWCO 
and the amount of new money 
invested. 

A further transactional 
provision would be a 
’’windfall” protection whereby 
profits to NEWCO Investors 
would be structured so that 
ELIC policyholders and contract holders are treated equitably in 
the event the ELIC assets prove to be more valuable than 
currently anticipated. The methodology for accomplishing this 
will be a part of the negotiation process, but the Conservator 
believes that this should be accomplished by a sharing of profits 
between Contract Holders and the Investors for an agreed-upon 
period of time by either (i) providing the Liquidating Trust with 
an equity position in NEWCO or (ii) putting a profit 
participation provision in the NEWCO contracts. 

There are legal issues as to potential differential 
treatment between classes of Contract Holders and these will need 
to be dealt with in the process of finalizing the Rehabilitation 
Plan. The Conservator's view is that this issue should be guided 
by the provisions of the California Insurance Code dealing with 
priorities and guaranty fund coverages. Generally, the 
Conservator believes that all Contract Holders should be 
preferred over general creditors of ELIC, but there should be a 
distinction made between Guaranteed Investment Contracts (''GICs*') 
purchased by municipalities, other governmental and quasi- 
governmental entities in connection with their issuance of bonds 
or other securities or financing arrangements ("Municipal GICs") 
and other products. This distinction would result in Municipal 
GICs having a significantly lower NEWCO Current Account Value, as 
described below, than other ELIC Contract Holders. This issue 
also potentially impacts other GIC holders and certain 
unallocated deposits and will be dealt with in the negotiation 
process and in the subsequent court approval process. 

The essence of the "bidding" process contemplated by the 
Conservator will focus upon the several key factors discussed in 
this memorandum. The bidder who provides the highest guarantee 
will do so based upon the net result of the money invested, the 
valuation of the assets and the investment returns sought. 

3 
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Assets upon which the Investors are unwilling or unable to 
base the NEWCO Current Account Value and the undertakings of the 
NEWCO Contracts, or with respect to which the Conservator 
believes the Investors are providing too little value, would not 
be transferred to NEWCO, but would instead be transferred to the 
Liquidating Trust. Further, the conservator has already 
determined that certain ELIC assets should not be transferred to 
NEWCO because these assets cannot be adequately valued and the 
Conservator has therefore determined that Contract Holders would 
receive a higher value if these assets were liquidated through 
the Liquidating Trust. 

It is hoped that the net result of the creation of NEWCO and 
the Liquidating Trust is that substantially all the value of the 
assets now held by ELIC would be preserved, new capital would be 
invested, and a new company would go forward. As indicated 
above, there will likely be disputes between the holders of 
traditional life products and annuity holders on the one hand and 
certain GIC' holders cn the other, such disputes could be complex 
and lengthy. The Conservator believes these should be 
conpromised in order to permit the Rehabilitation Plan to proceed 
with dispatch. Subject to the resolution of this latter issue, 
policyholders and contract holders will have dual sources of 
funds; (i) the rights guaranteed by the NEWCO contracts; and 
(ii) the proceeds of the Liquidating Trust. 

The IRS has asserted substantial tax claims against the ELIC 
assets. The Conservator is seeking to resolve these in an 
expeditious manner, but the Rehabilitation Plan cannot be 
consummated unless and until these tax claims are resolved. 


3. other Structural Details: 

NEWCO will guarantee the level of benefits to be provided 
under the NEWCO Contracts and it is, thus, necessary for the 
Investors to make their own evaluation of the value of the ELIC 
assets to be transferred to NEWCO. The Conservator does not 
intend to negotiate the transaction, asset by asset, as if it 
were a sale of the ELIC assets; rather the Conservator intends to 
negotiate the level of guarantees provided to policyholders and 
contract holders via the NEWCO contracts. In order to provide 
these guarantees, the Investors in NEWCO will need to evaluate 
the ELIC bond portfolio, as well as the other ELIC assets, and 
then provide new capital and letters of credit which are 
sufficient to support the guarantees. 


4. The "Bid* 1 Process: 

The Conservator will continue to attempt to negotiate a 
definitive agreement with Altus Finance as a result of 

4 
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discussions which originally commenced between ELIC and Altus 
prior to Conservation. It is by no means certain that these 
negotiations will be successful. However, the Conservator 
anticipates that utmost efforts will be made to negotiate an 
acceptable transaction within approximately 30 days. If 
completed, an agreement will be executed (the “Definitive 
Agreement** J . The Definitive Agreement, however, vill provide 
that it is subject to a bidding process whereby other parties 
shall have the opportunity to take over the Investor position in 
the Definitive Agreement. 

To Accomplish this, and assuming successful negotiations, 
within approximately 5 days after the Definitive Agreement is 
executed it will be filed with the Conservation Court and a 
hearing will be set for approximately 60 days later. Competing 
bids could be filed and considered in the intervening days. At 
the court hearing the Conservator would advise the Conservation 
Court as to .the bid he prefers, others would be given the 
opportunity to present their views ; and arguments, and the Court 
would determine the result. The bidding process would focus upon 
the following essential elements of the transaction: 

a. The assets that the Conservator is satisfied should be 
transferred to NEWCO and the assets that he determines 
should be retained in the Liquidating Trust. 

b. The NEWCO Current Account Value upon which guarantees 
vill be made to policyholders and contract holders by 
the NEWCO. Contracts. 

c. The amount of new capital to be invested in NEWCO. 1 

d. The level of letter of credit cr other security to be 
provided to support the guarantees provided in the 
NEWCO Contracts. 

e. The "windfall profit*' protection to be established. 

f. The "Opt out" payment to be made available. 

It is the Conservator's expectation that the Definitive 
Agreement will be closed with the investor group which provides 
the most satisfactory responses to these elements. 

In the event the Conservator determines that the 
negotiations with Altus are not progressing satisfactorily, or if 
the transaction cannot be completed in a satisfactory period cf 


The Conservator believes that the new capital invested should be in 
the range of 4-6% o£ reserves. 
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time, the Conservator will announce that fact and will consider 
other bidders for the position of the Investors in the Definitive 
Agreement. 

s 

The conservator is not compelled to accept any of the bids 
and will reserve the right to reject all bids and effect the 
Rehabilitation Plan through other means. While the Conservator 
would prefer to have a new investor and management group to 
implement the Rehabilitation Plan, the Conservator is also 
preparing to do without such a group if bidders do not provide 
sufficient enhancements to what the Conservator could accomplish 
without them. 


5. The Data Room/Prequalif ication Of Prospective Bidders: 

The Conservator has opened a Data Room at the ELIC premises 
in Los Angeles into which relevant data, documents and other 
information have been and will continue to be placed in order to 
permit interested parties to have access to such items in order 
to formulate their bids. This room will be open to qualified 
bidders beginning May 21, 1991. 

An entity or group will be considered a qualified bidder if 
it demonstrates to the Conservator its ability to meet, at a 
minimum, the following three tests: 

a. Has $300 to $500 Million available to provide 
enhancement funds for the NEWCO Contracts and the 
ability to provide letter of credit or other security 
to underwrite the ELIC bond portfolio and further 
support the guarantees in the NEWCO Contracts. In this 
regard, the Conservator anticipates that the successful 
bidder will need to be able to demonstrate the ability 
to commit very substantial sums or assets to support 
the NEWCO Contract guarantees. 

b. Has experience in operating a life insurance company 
and character satisfactory to the Conservator. 

c. Can demonstrate an ability to effectively manage both 
the insurance operations of NEWCO and the transferred 
assets, particularly the bond portfolio. 

In order to qualify for access to the data room, all 
qualified bidders must also: 

a. Execute confidentiality agreements in a form acceptable 
to the Conservator and his counsel. 

b. Provide written disclosures in a form acceptable to the 
Conservator and his financial advisors identifying in 
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reasonable detail all investors, principals, 
shareholders or advisors, including the disclosure of 
the arrangements as to the allocation of economic 
interests among the investor group, the disclosure of 
the source and amount of investment capital, and a 
disclosure of whether further capital or investors, 
principals, shareholders or advisors will be added 
after the transaction is consummated. 

c. Provide a written statement disclosing the proposed 
management team, including investment advisors, for 
NEWCO . 

Access to the Data Room will be scheduled at times to be 
determined once the number of qualified bidders is determined. A 
maximum of two bidder groups will be given simultaneous access to 
the Data Room. The Data Room will contain non-public information 
relating to- ELIC's assets, liabilities and operations and will be 
governed by the confidentiality agreement. Copying facilities 
will be available and qualified bidders will also have an 
opportunity to utilize the services of ELIC's consulting 
actuaries who have a longstanding relationship with ELIC and a 
detailed actuarial model of ELIC's assets and liabilities. 

Access to the consulting actuaries will be subject to a separate 
confidentiality agreement and a fee arrangement between the 
bidder group and the consulting actuaries. 

The Conservator will provide for such other and further 
procedures and qualifications as may appear necessary or 
convenient as the process evolves. 


6. Industry Participation: 

Insurance Industry participation in this process by direct 
contributions of money would not only be of huge benefit to the 
policyholders and contract holders, but would also be of great 
benefit to the industry itself for obvious reasons. The 
Rehabilitation Plan structure is ideal for this and a 
participation could occur through infusions either into the 
Liquidating Trust or into NEWCO. This could be done through 
guaranty associations or through direct contributions. 

The Conservator is currently discussing such possibilities 
with responsible members of the industry and is prepared to 
negotiate separate definitive agreements with them to effect such 
contributions. Such separate discussions or agreements would be 
compatible and coordinate with the NEWCO Definitive Agreement and 
would not interfere with this process. 
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7. Treatment of GICs and Unallocated QRX* : 

As stated above, the issue of how to treat GICs and 
unallocated QRAs and other unallocated deposits is problematic. 
The conservator's approach has been to treat policyholders and 
contract holders in accordance with the priorities set out in 
California Insurance Code Section 1033, which provides for the 
priorities in licjuidation and with a view towards the provisions 
of Code Section 1067, et seq., the California Life Insurance 
Guaranty Association. There is an issue as to the priorities to 
be given ELIC products such as unallocated Qualified Retirement 
Annuities, other unallocated deposits. Municipal GICs, and GICs 
purchased by pension plans as investment vehicles ("Pension 
GICs") . 

Bearing in mind the fact that litigation over this issue 
would be protracted and that both the traditional policyholders 
and the GIC .and unallocated QRA holders have a great deal to 
lose, the Conservator's view is that a compromise is in order 
with regard to these products and the Rehabilitation Plan must 
effect such a compromise. In this regard, traditional insurance 
products and certain other products might be preferred over 
Municipal GICs, for example, and possibly other products. The 
holders of these subordinated products would, however, receive 
some payment in preference over general creditors. 

The Definitive Agreement, the bidding process and the court 
approval process will all focus upon and deal with these issues. 


8. Further Details As To NEK CO Products: 

It is regrettably clear that ELIC assets will not be 
sufficient to pay all the claims of those who purchased its 
products. Accordingly, the Conservator must seek to do equity in 
structuring a Rehabilitation Plan which makes the most out cf 
this difficult situation. With a combination of Investor 
capital, proceeds from the Liquidating Trust, industry and other 
third-party contributions, Contract Holders will receive 
substantial payments. The Conservator believes that the NEWCO 
products themselves can provide some security to Contract 
Holders. While there are many ways to approach the determination 
of what products NEWCO will provide to replace the ELIC products, 
time is of the essence in this process, and therefore, the 
Conservator will require the bidding process to focus upon the 
approaches outlined below. While the ultiDate structure of the 

NEWCO Contracts may not be exactly as set out below, it should be 
substantially similar absent a compelling reason to alter the 
approach. 
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a . DEFINITIONS : 

1) Current Account Value - is the gross accumulated value 
as of April 11, 1991 with respect to in-force deferred 
annuity contracts, annual premium and single premium 
interest sensitive and universal life insurance 
contracts, guaranteed investment contracts and group 
deferred annuity contracts. The current account value 
is calculated before any market value adjustment 
applicable to the contract or policy. 

2} Implied current Account value - is the present value at 
April 11, 1991 using the pricing assumptions for 
benefits currently payable to beneficiaries or 
annuitants under settlement options for payment of 
death or cash value proceeds, single premium immediate 
annuity, contracts, structured settlement contracts and 
allocated Qualified Retirement Annuities (QRA's) and 
certain Custom Qualified Retirement Annuities (CQRA's) . 
Pricing assumptions mean those factors including the 
implied interest rate used to determine benefit payment 
amounts at the starting date of the contract and the 
mortality. assumptions. 

3) Adjusted Current Account Value - is the current account 
value adjusted to reflect any of the following policy 
or contract guarantees that would have been in effect 
after April 11, 1991. 


(i) Extended interest guarantee at some rate 
higher than the ultimate level guaranteed by 
cost products; 

(ii) Market value adjustments, if any, applicable 
to the contract values at April 11, 19S1 and 
to the extent such adjustment is not 
reflected in (i), above; 


(iii) Any floor interest guarantees (e.g., 
Sava.nnuity) where interest credits to date 
have been below the floor; 

(iv) Any other guaranteed factor in the contract 
which can be identified as having a value 
more than the normal guarantees of the KcnCO 
Contracts ; 
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(v) Current account values for any front-end load 

interest sensitive life policy will be 
adjusted to reflect the loads already 
deducted. 

4) Implied Adjusted Current Account Velue - is the 
Adjusted Current Account Value implied by the stream of 
future benefits of products which do not have a Current 
Account Value as such. 

5) Current Cash Value - is the current account value 
reduced by all surrender charges applicable as of 
April 11, 1991 and subject to any cash value floor 
guaranteed as of that date and subject to the minimum 
values required by law. Any cash value floor shall be 
reduced by the outstanding policy loan balance. 

6) Adjusted Current Cash Value - is the current cash value 
adjusted to reflect the increase or decrease indicated 
by the relationship of the Adjusted Current Account 
Value to the Current Account Value. 

7) Nevco Current Account value - is the Adjusted Current 
Account Value, multiplied by the applicable 
Restructuring Percentage set out below. This is the 
beginning account value from which the benefits under 
the NEWCO Contracts will be calculated. 

8) Group A Contracts - are all contracts that provide for 
the payment of death benefits or annuity benefits, and 
possibly, products that have options for such benefits. 

9) Group B contracts - are all ELIC products, which are 
not ~af filiated contracts, which are not Group A 
Contracts. Group B contracts should include the 
Municipal GICs. 

10) Group A Restructuring percentage - is the percentage 
used to convert Group A Contracts from the Adjusted 
Current Account Value to the NEWCO Current Account 
Value and will be determined by the valuation of ELIC 
assets to be transferred to NEWCO, the new capital 
invested and other previsions of the Rehabilitation 
Plan. 

11) Group B Restructuring percentage - is the percentage 
used to convert Group B Contracts from the Adjusted 
Current Account Value to the NEWCO current Account 
Value and will be determined by the valuation of ELIC 
assets to be transferred to NEWCO, the new capital 
invested and the other provisions of the Rehabilitation 
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Plan. 2 

12) Li«n Adjustment Factor - is the factor to be applied to 
the cash value of the NEWCb contracts to permit some 
cash surrender amount payable during the Term Of The 
Rehabilitation Plan. This factor will be determined 
during the course of negotiation and court approval. 
After the commencement Date this factor will grade 
uniformly over the Term Of The Rehabilitation Plan, or 
to some earlier date determined by the bidder, until it 
reaches 100%. 

13) Commencement Date - is the date that the Rehabilitation 
Plan becomes effective as determined by the 
Conservation Court. 

14) Term Of The Rehabilitation Plan - will be the period of 
time that restrictions upon cash values, liens, or 
other restrictions upon policyholders and contract 
holders will be in place. This period will be 
determined by the negotiation process and will be 
subject to the ultimate approval of the Conservation 
Court. The Conservator expects the term will be from 

3 to 5 years, but it could be longer depending upon the 
exact structure of the NEWCO products and the benefits 
to Contract Holders. 


b. ANNUAL PREMIUM INTEREST SENSITIVE LIFE INSURANCE 
CONTRACTS: 

This category includes all interest sensitive and universal 
life insurance contracts currently in force other than single 
premium whole life insurance contracts. It includes policies 
where premiums are still being paid as well as those where 
premiums have been paid up under the vanish premium option. The 
following options would be offered to each policyholder in this 
class: 

1) Interest Sensitive Life Policy - This option would 

provide the insured with a restructured policy having 
the same face amount, same issue date and same issue 
age as the current contract. The NEWCO Current Account 
Value for the restructured contract will be the Group A 


In defining the relationship between the Croup A and B Restructuring 
Percentage*, the conservator believe* that there ahould be a differential 
between the two percentage* bo that Croup B i* approximately 30% of Grcup A. 
Thi* issue will be resolved during the court approval process. 
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Restructuring Percentage multiplied by the Adjusted 
Current Account Value and adjusted by any outstanding 
policy lean. The outstanding policy loan will be 
carried forward to the NEWCO contract. The NEWCO 
contract will have the provisions and features 
described in 2 - 9, below. 

2) Interest Credit Rate - A current rate would be payable 
as declared by NEWCO annually. The contract could 
provide for additional interest credits for larger 
account values and for those contracts continuing tc 
pay premiums . 

3) Kicimum Interest Rate - 3* annually or such higher rate 
guaranteed by the bidder. 

4) Death Benefit Options - the policy would provide for 
tw.o options. Under the first option, the death benefit 
would be the greater of the face amount or the account 
value of the contract multiplied by the Corridor 
percentage as defined in (a) below. Under the second 
option, the death benefit would also include a return 
of account value provision. The death benefit option 
in the NEWCO contract would be the same as the present 
ELIC contract. 

5) Cash Values - Minimum cash values of the NEWCO contract 
will be in accordance with applicable law. The cash 
value of the restructured contract will be the greater 
of the Current Cash Values or the Adjusted Account 
Value less a surrender charge. The surrender charge of 
the NEWCO Contract will be calculated using the same 
method and percentages as the existing ELIC contract. 

6) Cost Of Insurance - Guaranteed cost of insurance 
factors for underwritten business will be the sane as 
included in the existing ELIC contracts. For 
guaranteed issue business, guaranteed cost of insurance 
factors will be the corresponding extended term version 
of the standard guaranteed tables. The interest rate 
used for the guaranteed cost of insurance calculations 
will be 4%. Current cost of insurance factors will be 
as determined by the negotiation process and could 
reflect, among other factors, premium paying status. 

7) Policy Loans - Would be permitted at the maximum 
interest rate provided by law and subject to any 
restriction in amount as required by the Lien 
Adjustment Factor and related provisions restricting 
the use of the Cash Values. Any existing policy lean 
would be carried forward to the NEWCO Contract at the 
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outstanding balance on the date the NEWCO Contract 
becomes effective. 

8) Premium Payments - The HEWCjO contract will include two 
options for the payment of premiums. Under the first 
option, a guaranteed premium would be calculated on the 
Commencement Date to provide for sufficient sums, 
considering the NEWCO contract guarantees, to mature 
the contract at its current term. The second option 
would allow the policyholder to pay a projected 
premium, to be redetermined annually, based upon the 
then current cost of insurance and the then current 
interest rate for the NEWCO contract. The premium 
option for the NEWCO contract will be the same as that 
of the current ELIC contract. 

9) Corridor Percentage - The death benefit corridor 
factors required by federal tax law definitions of life 
insurance would be included. 


C. SINGLE PREMIUM IMMEDIATE ANNUITIES 

This class includes all contracts, certificates and 
settlement option agreements where periodic benefit payments were 
currently payable as of April 11, 1991. It includes death 
benefits being paid under settlement options, single premium 
immediate annuities, structured settlements and retirees 
currently receiving benefits under qualified retirement annuities 
(allocated QRA's and CQRA's) . This last group includes 
participants in QRA contracts who are specifically identified via 
schedules in the contract, as evidenced by a certificate, as 
being entitled to receive specific periodic annuity benefits 
beginning at a future scheduled date. For this group of 
policyholders, the Implied Adjusted Current Account Value will be 
adjusted by the Group A Restructuring Percentage and the benefits 
currently guaranteed by the existing ELIC contracts as of 
April ll, 1991 would be continued at the reduced level indicated 
by the Implied Adjusted Current Account Value. 


d. BINGLE PREMIUM DEFERRED ANNUITY 

In-force SPDA contracts include conventional products with a 
back-end surrender charge, other products with long initial 
current interest guarantees as veil as one form that has a bonus 
interest guarantee (Savannuity) . Two forms, the Provider anc Ter. 
Strike contracts, include a market value adjustment. The 
Provider is also a combination product including deferred annuity 
and immediate annuity provisions. Under the Rehabilitation Plan, 
the Adjusted Current Account Value and the Adjusted Current Cash 
Values will be calculated. These calculations will contain 
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adjustment factors to increase current values to reflect the loss 
of future guarantees under the current ELIC contract. These 
adjustments will also reflect any applicable market value 
adjustments as of April 11, 1991 for the Provider and the Ten 
Strike products to the extent such adjustments are not reflected 
by the extended interest guarantee adjustment and will also 
include any adjustment for interest credit rate deficiencies on 
the Savannuity contract. Under the Rehabilitation Plan all ELIC 
contracts would be replaced by a single restructured SPDA 
contract. Under this NEWCO contract, the NEWCO Account Value 
would . equal the Adjusted Current Account Value times the Group A 
Restructuring Percentage. Other provisions of the NEWCO Contract 
are described in 1 through 7, below. 

1 ) interest Credit Rate - A current rate would be payable 
as declared by NEWCO annually. 

2) Minimum interest Rate - 3 \ annually. 

3) settlement/Annuitization options - The new contract 
would include guaranteed settlement rates including a 
life option, a life with period certain option, one or 
more joint life options and some long-term period 
certain option. "Long-term” means ten years or nore. 

4) Death Benefit - Nevco Adjusted Current Account Value 
plus interest credited to date of death. 

5) Ca3h Values - Cash values would be no less than the 
minimum required by law. The conservator expects that 
the cash value would be defined as the Newco Adjusted 
Current Account Value minus a surrender charge 
expressed as a percentage of the account value, with 
that percentage grading to zero by or before the 
maturity dates as determined by the negotiation 
process . 

6) Maturity Date - The later of the contract anniversary 
next following the annuitant's 70th birthday or ten 
years after the effective date of the NEWCO contract. 


e. SINGLE PREMIUM WHOLE LIFE 

The restructuring options for the Single Preciua Whole Life 

would include the following: 

1} Continued Current Face Amount - Under this option the 

policyholder would be permitted to continue the current 
contract with the same death benefit, a reduced account 
value, a reduced cash value and a deduction of current 
cost of insurance charges. The contract would have a 
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NEWCO Adjusted Current Account Value calculated by the 
Group A Restructuring Percentage adjusted for any 
outstanding policy loan as of 4/11/91. This account 
value will become the face amount under the NEWCO 
contracts. Cost of insurance charges would be no 
greater than the guaranteed cost of insurance factors. 
The NEWCO contract would provide a current interest 
crediting rate. 

2) Reduced Pace Amount - Under this option, the Group A 
Restructuring Percentage would be applied to the ELIC 
Face Amount and the NEWCO Current Account Value would 
be calculated by using the Group A Restructuring 
Percentage. The contract would be adjusted for any 
outstanding policy loan as of 4/11/91. Assuming that 
current cost of insurance costs are being deducted for 
the option in 1, above, then it could have a higher 
crediting rate than this option, which would not have a 
direct cost of insurance charge, otherwise, the NEWCO 
contract would be the sane as the ELIC contract. 

3) The NEWCO contracts would provide a current interest 
crediting, rate with the Reduced Face Amount contracts 
receiving a reduced crediting rate (e.g. 1/2 to 3/4 of 
It below other current rates) to reflect the cost of 
Insurance. These NEWCO contracts would have lien 
provisions identical to those applicable to the Annual 
Premium Interest Sensitive contracts discussed above. 


f. PENSION GXCs, UNALLOCATED QRAs AND UNALLOCATED C2RAs: 

These contracts would be restructured. The NEWCO Current 
Account Value would be calculated by using the Group A 
Restructuring Percentage. Any future values of the contract, 
including any maturity value, would be taken into consideration 
in determining this value, calculation of surrender charges 
would be as provided in the current ELIC contract, subject to 
adjustment for the reduction by the Group A Restructuring 
Percentage. Any maturity option occurring during the Term Of The 
Rehabilitation Plan would be modified to provide that maturity 
amounts would be payable in five equal annual installments based 
on a current interest rate to be specified by the bidder and 
approved by the Conservation Court. Liens identical to these 
referred to above would also be applied to these contracts. 


g. CURRENT GRADED PREMIUM WHOLE LIFE AND TERM LIFE 
PRODUCTS : 

The bidder would have the option of offering these Group A 
contracts the right to convert to an equivalent NEWCO Interest 
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Sensitive Product or provide for other options which are derived 
from the principles set out above. 

h. MUNICIPAL GICs AND OTHER GJtbUP B CONTRACTS: 

Municipal GICs and such other ELIC consumer products as are 
not specified above, but as may be identified by the Conservation 
Court, shall be Group B Contracts. These contracts would be 
provided with a NEWCO contract which would have the same maturity 
as the existing ELIC contracts, but which would have a NEWCO 
Current Value calculated by use of the Group B Restructuring 
Percentage. These contracts would be credited with a current 
interest rate. 


9. Summary: 

The concepts described above would result in the following 
situation: 


a. ELIC Policyholders and other Contract Holders would 
have new contracts from NEWCO which provide them with 
similar benefits to those they have under the ELIC 
contracts, but at lowered accumulated values and with a 
"lock in" period. By lock in period, it is meant that 
for the Term Of The Rehabilitation Plan they could not 
surrender, or would have United surrender rights. 

This period would be from 3 to 5 years. The exact 
period of time would be determined in the negotiation 
process with the NEWCO Investors and the court approval 
process . 

b. —Next ,. -Policyholders and other Contract Holders would 

have contractual rights entitling them to a share of 
the proceeds from the Liquidating Trust. The share 
would be based upon ratios determined as part of the 
Rehabilitation Plan. Assets in the Liquidating Trust 
would include industry contributions, proceeds from 
litigations, and proceeds from liquidation of other 
assets not transferred to NEWCO. 

c. Policyholders and other Contract Holders would have a 
right to opt out of the plan and receive a cash payment 
in an amount to be determined, but which would be based 
in. large part upon the present value of the net amount 
they would likely receive in the event of liquidation 
Of ELIC. 
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id. conclusion: 

The Conservator expects that this process will be a 
challenge and that there vill be many difficulties along the way 
to a successful Rehabilitation Plan. Nevertheless, the 
Conservator is confident and determined that this process can be 
and vill be successful. While the results cannot be expected to 
be perfect, they vill be superior to any "fire sale" liquidation 
scenario. Particular interest groups must realize and accept the 
fact that they cannot expect that the ELIC contracts will be 
fully. paid. These special proceedings are founded upon the 
principles of equity and equitable adjustments must be made in 
the course of the rehabilitation process. 
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CONFIDENTIAL COMMUNICATION 


Lorraine Johnson, Esquire 

Senior Counsel 

State of California 

Department of Insurance 

Legal Division 

100 Van Ness Avenue 

San Francisco, CA 94012 


Re: Fx ecutlY* life la f . WM l g . t g gBBUg 


Dear Ms. Johnson: 

Enclosed for your review are a variety of materials 
detailed below describing the members of the "NewCo" Investor 
Group ("Investors"). As you requested, we have provided an 
additional copy of each item to facilitate the review process. 
The information being provided should still be treated as highly 
conf identia]- for all the reasons set forth in David Harbaugh's 
letter to you dated September 17, 1991. 

The Investors in NewCo presently consist of the follow 


companies, in the percentages shown: 

MAAF Vie 27% 

Novalis, S.A. 20% 

Financiere Du Pacifique S.N.C. 17% 

("Finapaci") 

SDI Vendome 17% 

Marceau Invest issements, S.A. 9.5% 0170 

omnium Geneve 9-,5% 


100% 

Confidential Pursuant to 
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MORGAN, LEWIS S. BOCKIUS 

Lorraine Johnson, Esquire 
October 10, 1991 
Page 2 


Facsimiles of translated financial statements covering 
a two year period have been provided for each entity (save for 
SDI Vendome) , along with original annuals reports (when available 
in English) . These financial statements have been translated 
into English and converted to U.S. Dollars by the Paris office of 
Ernst fc Young ("E&Y") . Hardcopies of the facimiles, along with 
the financial statements of SDI Vendome, are slated to arrive 
early next week and will be forwarded upon receipt. 

As requested by Mr. Norris W. Clark, EfiY has also 
prepared a general description of the major differences between 
French accounting conventions and generally accepted accounting 
principles used in the United States. Copies of this description 
are also included. 

With respect to the Investors holding 10% or more, I 
have enclosed the organizational affidavits you requested, except 
the SDI Vendome affidavit, which hopefully will arrive from 
France tomorrow. The organizational charts for these same 
entities along with charts and lists of affiliates will be sent 
by facsimile tomorrow as well. 

Finally, I have enclosed the signed, original 
individual biographical affidavits 6hovn on the enclosed list. 
More will follow tomorrow, along with a "checklist" for each 
Investor indicating all affidavits and other documents submitted. 

I look forward to speaking with you tomorrow to answer 
any questions you may have. Thank you again for your ongoing 
cooperation and assistance. 



0171 


C : \BOC*\*"O«.l0\CO(lBC*P\COHf IDCh . I 


Confidential Pursuant to 
Protective Order 


ELIC6299 02227 



164 


1 1ST OF INDIVIDUAL AFFIDAVITS SUBMITTED 


MAAF Vg SJL 


Directory 

IRIGOIN, Jean 

President of Directorate 

CHAUUBT, Jean-Paul 

GUERIT, Rene 

SIMONET, Pierre 

Oversight CommUee 

Mutuelle Assurance 
des Artisans de France 
(H.A.A.F.) 

Member, represented by 
SEYS, Jean-Claude 

MAAF ASSURANCES S-A. 

Director General 

SEYS, Jean-Claude 
I Director General 

ROUX, Michel 

Deputy Director General 
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NOVAUS S-ft. 


Board of Directors 

DUCROUX , Jean 
President 

LAFRANCHI, Bernadette 
Administrateur 

RXVAIN, Renaud 

Administrateur 
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FINANCIERE DU PAC1FIQUE 

Manager [GTerant] 

MORAL! , Vdronique 
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Main differences between US OA AP and french GAAP Bmn A Young 


GENERAL DESCRIPTION OF THE MAIN DIFFERENCES BETWEEN 
US GAAP AND FRENCH GAAP IN STATUTORY ACCOUNTS 


French statutory accounts are produced according to a model defined by law (Company 
Act of July 2 A, 1966) that updated in 1982 to ensure conformity with the ECa Fourth 
Directive. A specific chart of accounts was Introduced In 1986 forcoe*oUd«ed accounts. 
The presentation is made before appropriation of profit. 

A Ocwnpany should produce notes to she account* which are similar ip the US companies' 
note#. Companies alao have to produce an annual report *nd,cf course, tax returns 
(which are very useful to undent snd the tax computation). 

An aodil report is required for all $A companies (Sxiflf Anonyme). Auditor express an 
opinion rated in the auditor's general report, on whether the financial statement* give a 
true and fair view of the company*! position. The auditor* must also report on related 
party transactions in the auditors' special report. 

The chartered accountant who produces the accounts cannot be the auditor (Commlssaire 
aur Cbmptes) of the company. 

French OAAP for ratotory accounts are found In Company and Tax Acts, and legal form 
predominate# over economic substance. 


CONSOLIDATED ACCOUNTS 

As for consolidation methods, diffences between US and France practices concerning 
cotisolidnUon are not numerous, due to the Implementation of the ECs Seventh Directive 
in France, which is in accordance with US GAAP. 

Consolidation it compuiiory since January 1985 for listed companies, else from January 
1989.. 

Consolidated Income is not available for distribution. 
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GOODWILL 

Goodwill mty be recorded only if it hat been purchased. Doles! Ht value is legally 
protected, goodwill is usually amortised in consolidated accounts. 

Goodwill depreciation is not compulsory in the statutory accounts and cannot be deducted 
for tax purposes, 

INVESTMENTS 

There exist* four types of investments: 

• Investments in affiliated companies; investments must have been acquired through a 
public offering or represent at least 10% of the affiliate's share capita!, with a purpose of 
creating it least a listing economic Jink. They ire accounted for at the lower of coat or nel 
asset value. Specific information in the notes is required on subsidies an associated 
companies. 

• capitalised portfolio securities are securities held for medium to long term profit. They 
are accounted for it purchase price and depreciation is provided for. Disclosure in the 
notes is recommended of the estimated vslue of the portfolio at the beginning and the end 
of the year, compared with I is book value. 

• Other Investments are those, excluding investments in affiliated companies, that a 
company intends to hold for a long period of time or that It cannot resell in the near 
future. They are accounted for it the lower of cost or net asset value. 

• marketable securities acquired to make a short-term gain are valued at year end at the 
lower of cost or net asset value. 

For statutory accounts, investments are carried at cost leas depreciation when necessary. 

PENSION COMMITMENTS 

Pension commitments are not recorded in the French statutory accounts but are disclosed. 

In Prance, pension benefits are financed on a defined benefit scheme basis by 
contributions of both employers and employees to legal bodies and mutual insurance 
groups. Additlonnaliy to this general scheme, a legal provision requires the employers to 
pay their employees a retirement premium at thdr retirement living date. 

This defined benefit scheme, and In tome cases other specific one's, called "pensions 
commitments'* need to be disclosed in the notes and optionnilly provided for in the 
statutory account*. 
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Main difference* between US GAAP and French GAAP Ernst & Young 


Amounts involved are in fact far tat significant than in the US where most of the 
pension benefit* scheme* operate on a defined benefit scheme basil ind according to 
specific employers / employees agreements. 

Pension commitments can be recorded against the reserve* or amortised over X year*. 
LEASING 

Leased assets are not capitalised, and rent paid by the user constitutes an expense. 
Disclosure of the origins! cost of the suets, the depredation expense and accumulated 
depredation, however, Is required In the notes as If the leased assets had been purchased 
Prance doe* not recognise the difference between operating and finance leases as defined 
In the US. 

Leases may be capitalised in consolidated accounts when the purchase agreement is not 
cancellable, 

DEFERRED TAX 

In general, deferred lax is not recorded in the itatutory accounts, except on consolidation; 
■ only due tax Is recorded in Individual accounts. 

Deferred tax Is Instead disclosed In the note* to financial saticmenu. 

PROFIT AND LOSS ACCOUNT 

« Income and expenses are presented by nature rather than by function. A* a 
consequence, gross profit does not appear on French income statements. 

• The Income statemwa Is split into three separate pans: 

- operating 
-financial 
‘exceptional 

The matching concept applies In each of these three elements. 

« Unrealised foreign exchange losses are recorded In the profit and loss account, but 
unrealised foreign exchange gains are deferred. 
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Main differences between US OAAP and French GAAP Emit & Young 

APPENDIX: COMPARISON OF ACCOUNTING CONCEPTS 


FRANCE US 

Oolng concern concept Y Y 

Accruals or matching concept Y Y 

Historical cost concept* . Y Y 

Consistency principle Y Y 

Prudence principle Y Y 

Materiality concept Y Y 

Economic subttanee over legal form concept ** N Y 

Grossing off concept Y N 


• Except revaluation 
** Except for consolidation 
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^-Philadelphia 
Lot Anoelcs 
Miami 
London 
Frankfurt 


Morgan, Lewis & Bockius 

COUNtILOM AT LAW 

EOOO One Logan Souam 
Philadelphia, Pennsylvania igio3'«»»s 

T»un«Mi IMG I til-tOOO 


David L.Hargauqh 


HAND DELIVERED 


Lorraine Johnson, Esquire 

Senior Counsel 

State of California 

Department of Insurance 

Legal Division 

100 Van Ness Avenue 

San Francisco, CA 94012 



Wag Ml no TON 

New York 
Harribguro 
San Dieoo 


Re: Avrora Nat ion a l Lit? A ssurance Company 

Dear Ms. Johnson: 

Enclosed are (i) an opiiflnal and two copies of the 
Statement and Affiliates List tor Omnium Geneve; (ii) two copies 
of the Statement and Affiliate List for SDI Vendome; (iii) a copy 
of my letter dated April 7 to Mr. Bean supplying responses to his 
follow-up inquiries on our original pro forma presentation; and 
(iv) two copies of the MAAF Vie " Best' s -style" analysis. 



Should you have any question with respect to the 
enclosed, please let me know. 



DLH/ars 

Enclosures 

cc: Richard Baum 
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Omnium Osnava ft.*. 


1. Investor Ownership I Mimtl In Altua/Cridlt Lyonnais . 

Owitt 6«Un and its iffilUtat neither hold, own nor 
control ownership intorMto In Altus/Crddit Lyonnais or 
thsir affiiiitae except aa follows) 

- Westleigh Bolding* R.V., s holding cospany forssd under 
tha lavs of tha (fatherlands Xntlllss and of which 
Osnius ssndvs holds 32.51 of tha voting stock, has s 
so.lt equity participation in ttabllaaesant Xarld a. A., 
a holding cospany fora ad under the lavs of franco. 

Altus rinanoa is aa It shareholder in ttablisaassnt 
Tarlt. Xa addition, Altus finance's affiliate SST- 
BXZXf holds IS, lit of ttabliassmsnt Tarlt. 

• itahllasasant Tarlt owns SOt of fleecer a. A,, one of 
farls' loading hroksrags fins. In addition to ita 
Indirect ownership interest in fine cor, Altus also 
directly holds lot in rlnaeor. 


1. Altua/Crtdlt Lyonnais Qvnarahto Interests In Invaitwi 

Altua/ertdlt Lyonnais and their affiliates neither own, hold 
nor control ownership interests in affiliates of Osnius 
Csntvs except as maatlonad la t 1 shove. 


1. Contracts to Control Msnaoasent and Policies. 

A. Thera arc no can tracts or aiailar arrangements 

presently in affect pursuant to which Altus/Crtdit 
Lyonnais (or affiliates) exert or can exert, directly 
or indirectly, aontrol over the sanagesent or policies 
of Osnius osntva or its affiliates. 

a. There are no contracts or similar arrangasanta 

presently in affect pursuant to which Osnius OanAve or 
ita affiliates exert or can exert, directly or 
indirectly, control over tha sanagesent or policies of 
Altus/Crddit Lyonnais or their affiliates. 


S. Ordinary Course Transactions ! 

The following is a description, by typo, of business or 
financial transactions and arrangessnts arising in the 
ordinary course of business dealings between Osnius CenAve 
or its affiliates and Altus/Crddit Lyonnais (including 
ef filiates) i 
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Omnium Gentve ha a no praaant account* vith Crddit 
Lyonnais. 

Banks affiliated vith Omnium Canev* may praaantly 
conduct buainaaa vith Credit Lyonnais. [This seeds to 
be mare fully explained. Do yo have aay moro 
information regarding the affiliates* doing buainaaa 
vith Cxddit Lyonnais?] 


5. extraordinary Transact ionat 

Thar* arc no extraordinary transaction* praaantly in offset 
between Omnium Geneva (including affiliate*) and 
Altua/Crddit Lyonnais (including affiliates) othar than as 
daaeribad in 1 1 above. 


«. source of Punda for investment In Holdcoi 

The source of funds for Omnium Geneva's investment In New 

California Life Holdings, Ine. vill be as follovss 

• Omnium Geneve vill borrow the funds by drawing on an 
available general line of credit granted by its 
principal banking' institution, Credit tulase (Geneva, 
Svitxerland) . No specific agreement for the borrowing 
of the pertinent funds has been entered to data. 


7. amlaan Sailings vith Aurora « 

Apart from its ownership interest, neither Omnium Geneva nor 
any of its affiliates are expected to have buainaaa dealings 
of any kind vith Aurora. 


Z declare under penalty of perjury in accordance vith 
the lave of the State of California that the foregoing is 
true end correat. 


Signed this AH' 




day of 


1992 at 


igned _ 

V gen£ve 

Byi Jacques Thunnieeen 
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Owim Gcatoe fa i pobfidy traded kMag ooapcay htvfag 
fatcrttta fa ^ tad baaing fattkotioot fa Swioerliod, 
Frtaot, Gemaay, the Nethcrfaad* tad Great Britain, It does a 
operate whhfa the Uafced State* aor doe* it owa any interest a 



B—Imi Baik holds* caapaay. 
1etnldl>rfaai 


a. ^akK-BaakiBBl 

Doakflei Swttxertaad 

ButMBtS B«nH»| 

Subsidiaries: None. 



Sobeidiariee: Set Sdwdafa A attached. 



SabeidiartM: Note 
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4. Wtttitfcfa Hotaittf W.V. Ol 

Doskflc Nttlaeriaadi Aatflka 

iajlawr Hoi£aj c aa puy . 

SaWUUifc*; 



SetaUtetee 


L 



France 
Ou of Peril' 


leading 

brokerage first. 
Sec tnachcd 
dun 


S. saktr UiumfcBtaitgnftttn GjbA.H. HOW) 

Dwldte Germany 

Inland Bilk ltol£B| coup aay. 


AB Attar hak fWIR 


c. Eflgteantank Siren &E fMJffi 

D— kite Tte Netherlands 


1 


Sataidieftaa None. 


Conf.dert.al?® uantt ° 
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t Flanmr flQQ%) 

Dwldk Pruo 

Boiling Imanaat broken 

SsboUtactMl Nona 



SabtldiariM! Nooe 
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FINACOR S.A. 

au 2 * mai 1991 
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fc*V«. HOWWULiAhUt i l bb Y/ iV«-U4-U/ ly.iat tai-ya s 


i 


I I I. «■!■ 


1. Inyadtor evBtr»liiB-l«t«r«»t« In Aitm/cradit tvnnn.i., 

Vanddi* 114 th* eoapaniaa of th* AKA Croup nalthar 
hold, own net control ovnorihlp intoraata in Altua/exddit 
tycnrali er e=jr of thtlr sffllUtti tyoapt u follow: 

- Xovepar, n holding ooapany In tha Xovalllanoa group, 
ovns 1001 or Movafutura, * Holding coapcny, wnich in tun 
ovno 1* of th* voting (took oC Bangue tag*. & a of Moron 11, 
lttl, Altua rlnonoo ovnod 14* of tno voting ateek of Bongo* 
t*g«. *11 of thaaa ontitlt* w» forood und*r th* law* of 
rronoo, 


t. Mtui/Crddit JLvenn*l«-.tlvn*r«hlp mt.ro.t. in tnuaatnr. 

Altua/Cradlt Lyonnal* and thalr afflliata* praaantly own, 
hold or oontrol ovnarahip lntaraata in th* ajia croup 
ooapanlaa aa follovai 


- hltua rinano* hold* 14.0SI of th* voting aguity in 
Alain Kallart at Aaaoelaa (•*>(*•). 


• Altua rinano* hold* II. OM of th* voting ogulty in 
rinalllanoa. 


- credit lyonnal* lnvaatlaaanant (-CUnvaaf) hold* Mt 
of th* voting aguity in Coapagni* rin*nol*ra Alain Noll art 
(’CfAK*). 

UnobUUr*** h ® 14 * 111 °* th * *•«»• aguity in Novalllano* 
All of th* forogoing ooapanlaa vara foraad undar th* lava ot 


Crddlt lyo nnal* and It* afflliat a* t ra fr o* tin* to tin* 


«««>• Wd d* 


VMMPA *W WdWIY WyBildMt 


J. Contract* to control Manaoaaan t and Milan* ! EUC6299 04291 

Thar* or# no oontraota or alallar arrangaaonta praaantly in 
affoot purauant to vhiah Altm/cr*dlt Lyonnala or any of 
“•lr afrlliat** aaart or can axart, dirootly or lndlractly, 
oontrol ovar th* aanagaiant or poUola* of (.0.1. Vanddo* or 
any or tho AKA Group csaptnloa. Hovavar, aa part er th* 


^ Mx . 6L^> 'S~ J * 
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various coenarcial lehuik#, iiiwliiuiA) i*tfii/Cr44*t ^'STuitUi 

• fc* J» *>»» «*»•« £n»A*£ir ««• iiTMa*1MWl1V nltllAMl 5tA 

tha lender to Moure repayment 1 of’ lino* of credit* or similar 
rout in* lending. Buch pledgee would permit th« lender to 
own (and therefore vote) t to shares only in tho event of a 
da fault on the ralavart loan or financing. 


4. firainiry-CaurH.gsiniigtiaait 

Tha following is a description, by typo, of bus trass or 
financial transactions and arrangements arising in tha 
ordinary oouraa of business dealings between S.9.I. Vendta* 
or tha XXX Group companies and Altua/CrOdlt Lyonnais 
(Including affiliates) i 

I.9.X* Vsnddne has a currant account with Bseldtd da Panqua 
at da Transection ("BBT") , a subsidiary of Alt us Finance. 
Through this err acoount. f .9.2. VandOoo haa engaged In a 
aingla currency hedging operation daaignad to reduoe ths 
risk for ohangaa in tha US! - F? exchange rota at tha time 
than oontamplated of 1.0. X. Vend fee 'a invaatoant in Maw 
California Ufa Holdings, Zoo. Tha ourranoy option aspired 
fey Its tana on January If, mi. xt praaant, tho BBT 
aooount haa a aero fealanoa. 

with raspect to tha many coapaniaa of tho ana Oroup, 
numerous ongoing ordinary oouraa banking relationships axlst 
vlth Altus/CrSdit Lyonnais. aa vail aa other ocmmarolel 
landers. These ralationahipa Involva maintenance of routine 
bank aocounta, routine operation loans, lines of credit, 
Utters of or adit, routine purchases and oaloa of aaourltlaa 
and investment*, and other cue tonary banking eery loss. 

These ralationahipa also Include overdraft facilities 
(short-tars o rad it lines), aedium- and long-term credit 
Unas, deposit aocounta, property flnanoinga sacursd by 
cridlt-bail (a fora of finance lasts), ourranoy 
transactions, and, froa tine to tiaa, advisory services Id 
reaps ot of serge ra and acquisition aotlvltiaa. 

In addition to tha foregoing, Credit lyonnaie and its 
afflliataa provide XXX Group oompenles vlth customs 
guarantasa to seoure tha obligation of tha coapaniaa to pay 
tha French state amounts to be collected from shippers in 
respeot of value-added taxes and axel as taxes in shipments 
■arose borders. 


s. zxUBCrtintiY HaaiasUflDB» 

Ho "extraordinary tranaaotiona" exist or are oontaaplited 
betveen f.D.l. Vsndfee end-Aktus/ Credit Lyonnais or any of 
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their affiliates. Approximately 20 to 21 extraordinary 
transactions bava ©ccurxad b«tvon ©artain ANIL Group 
companies and Altua/Credlt Lyonnais, Involving Altus/Credlt 
Lyonnais i< sponsor of tba MX Group, non* of vhloh impact 
in any vay tiva managamant, ovnarship or oontrol of t.D.Z. 
Vsnddaa or Mew California Ufa Maiding*. IM, Th**4 
transactions arc not regulrad to bo publicly dioolosed undsr 
franoh lav or any ether ralavant lav to vfciob the companies 
ara subjacrt. furthermore, non* of tha transaction* baa avar 
boon publicly disclosed! aavaral lnvolva the use of 
proprietary buslnea* structures and technigue* and All 
lnvolva information tnat la potant lolly valuable to 
competitor*. 

Alius rinanoe and ooapanlaa of tba MO Group aay each hold 
tlnorlty interests in othar third -party ooapanlaa. Under 
auota clrcumstanoas, Altus rinanoa and tba ooapanlaa of the 
MU Group do not act together regarding such investment*. 
{Indeed, undor rranoh lav, shareholder agreement* for tba 
oontrol or management of oocpanlao is unlawful and subject 
to criainal penalties.) Hone of these transaction* will 
psralt Altua/Crddit Lyonnais to, diractly or indiraotly, 
exart any influence or oontrol ovar tha ovnarship, 
management or polio its of t.D.X. Venddme or lav California 
Lifo Molding*, Zno. 


4 . toiradLftl ronfla icr Xcvaiuafit.lfl atr.cUllgraii Uii 
Hfilflingl. iMa » 

Tha aourca of funds for t.D.X. Venddme' e lnvsstnsnt in Hsv 
California Llfa Moldings, Zno. will ba as follavat 

Tha funds will dsrivs exclusively froa tha personal a Mata 
of Mr. Alain Kail art, tha ultimata oontrol ling parent of 
t.O.Z* Vsnddms, Thasa funds will bs transfsrrad to t.D.X. 
Venddas, which in turn vlii usa tba fund* to purahas* tba 
contemplated paroantaga of sharoa in lav California bit* 
Holdings, Zno. txcapt a* not ad bale* as to tba for* of Mr. 
Kail art's investment, naithsr Mr. Kail art nor t.D.Z. Vandtae 
will borrow any funds to mats tha lnvastaont, and tha abarao 
of t.O.Z. Venddm* and Mav California Ufa Molding* will not 
ba aubjaot to any pladga or other for* of anoumbranoa. 

Tha fund* transfer by Mr. Kali art to t.D.Z. Vanddme will ba 
Mda in tha for* of a capital contribution (purchase of 
shara capital of t.o.Z. Venddme) and possibly s loan by Mr. 
Kali art to t.D.Z. Venddme. Mr. Kail art baa, as yet, not 
determined vhethar his invastmant in t.D.Z. Venddme will 
include * loan and, if it does, tha amount and othar tana 
of tba loon. A final daclsion will ba baaed in part on tax 
consideration* at tha tl*a of tha investment. 
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?. fcmlrjii .PtiUnai vitt Aman« 

Apart fro* It* ovnarahip intaraat, naithor I.O.I. VandOm* 
nor any of tha MCA Group eoepaniaa i* axpocted to bava 
tualnaaa daallnga of any kind vlth Aurora Motional Lira 
Aaau ranee Company, 


Z doolara undar penalty of perjury in aooordanoa with 
the lava of tha State of California that the forofloinp 1* 
true and comet. 


signed thi* «th day of April* 1**2 at >ario, rranoa. 

f.O.S. W009B *. A. 



¥yi Alain Hall art 


Confidential Pursuant to 
Protective Order 


0498 


EL1C6299 04294 



182 



Protective Order 





183 


£*(►<' NCVflCLXAMCl 3J *• •• f? SI G3 * y * s »z 

■* V ~ 

! 


HtM i 

1Q0MM 

ACTIVfTt 

■rv 

•Mvtxooia 

EH 


□ 

NMOtfcltM OOMN4M 

PSHH 

* • ---* - * - - - - 

" ipkii varpvf 

0 

AM* 


frtnMi tMlh| 6MM*T 


riMALUAMCa 

4mmMM 

7mm P*M 

El 



Confidential Pursuant to 
Protective Order 


0500 


ELIC6299 04296 
















































185 


I?U0 rCR3* --SJIS t sQOCIUS 

i»r ■ nuunLLm nut *- ■• 


CfAM cboue 


22 2 2332913 


~ 

fUUJt 

wm ■esrnS 

ACTIVITY 

% 

novaluamoi 



•1.1? 

tmnimkt iMpyrmtt 

M-M iw Ott )«*» 

»*M* «iN WM UAATN 

MwtUitl uM«M 

D 

MOVATflO 

imimHnm 

not* 

(•OwMriftl mMmi 

M 

•M 

1 

fr 

mot fwt 

finonrtf HftMl 

ll,N 


- HMM 

O M 

IV0tMr»fVNCI 

Ftomtoi ilMwi 

•1.00 

* 

U.1W 

14 wo OoM-Uxtrt 
piMUCMomr-MOM 

Ino^tAo® In oharwtMol 
wnttvr 

•?,n 


. imo 

U Put itW-OlW 

41MB U> BWItU r-yCTOM 

*«#i Morfaf to »*»T»Bod 

IftOinvy 

M00 


L Ut»'*OT« MMan 

Mwt «m Coo«t«a 

r»»4WfMI 

l"|hMHn to oMrifOool 

to.oo 

WOVA0OFT 

ia tv o* ft* *•&«* 
noiO oaa* 

Hotoof m*+*rr 

Q 

000 

1 

gRKflj 

HotoMf Cotou? 


L_ 

t- ftfm 


NoUbt 

H 


Confidential Pursuant to 
Protective Order 


0502 


ELIC6299 04298 


3 















































187 


■p-rct^-im --T.il rota* juts t soocu a 2 / ® 

; . TR~a' fiWT INI HISTRft fiftflllV 


r 

NAM* 

AOOfiKSS 

ACTIVITY 

m 

•OTMl 

AW*« 


M 

VOTIUC SOCHAUX 

It »w* #w IM 
WtOftCtUNC^NAAMONT 


MOO 

IDCM 

JA*0 (w <•» 4*H+t 

STOW IAN 17 UAOTM 


10.00 

AMI 

1 ft* Uvt« OhiM 

H«J0TW0UlyXC*«i 


n.oo 

III 

• ft* Ow* 

moowNi otcuix 


3* .00 

n 

EAM MICA TnAMnurr 

M ru* Chhm Utem 
mwvAUNcmNNCt 

UlttaMatfa*, NHnAV M VonHor 
•f MviM'itf pta* •#* ntMhWtary 

54.00 


-» ICI Tfan*«fl 

U w Cmm M ackif 
IWVAlINCSiN NTS 


50.00 


lillCTAO TEAM 

ft* An**** C*it« 

7WTH |A*fl LIGC« 


11.00 


-•»VA161.CC 

%» M U*«l«t 

>aO«VAlCNQCNN€l 


70.00 


L IUM0TIAM 

0*0 TEAR WmI Umvn 
_SM 04 VAltNClCNM* 

WM» mydbi of* fW0v*r 

*1.00 

M«WK*T#4.N0*0 

U fu« |>f«K Umku 

ISOtt VHINCCNNII 


□1 

TftAN67EHTM*VIC*l 

N M4«t f*4in* 

17060 IAN SA1W1 MARTIN 

T*wi»art by MmO watarway. 
tfttfwltrlai iiMcm 

till 

ST6TEMA 

’ 

0% TftANtriftT l&AVlCd 
NM<« 

17010 |AN IAMT UAJVTM 

L*l*K«t*A, IIHMly and nftwf* 

M ***» KM plart moohiMfy 

95.00 

oewooM 

a? t7 . H 

*»1« CUAMONO-TERfUNO 


o«.oo 

OKWDF 

•* transact krvicw 

m m om *t*m 

I7CJ0 IAN SAINT MARTIN 

AlrOfOd taaifcfl 

11.00 

•04IT1AOATHI 


IfOflitf loMa| 0 Omptnf 

17.10 


0504 

ELIC6299 04300 


Confidential Pursuant to 
Protective Order 








































188 


r-rm-1932 1**19 r .£UtS | 50X113 J2 3 2332915 >».2l 

V*r« •* 


TKKWPfKXm 

tauMlirM 

57140 W&iRfY 

foMatoto*. MMnb*r «ii «MiM 
at Mutfrlal plant ani madiMiy 

•2.50 

00C0UAT 

AiiM 4a la ***** 
wept**?/ 

Tiatfinf ani iintolAf Kt Muairtal 
mtt'tal 

•t. to 

LAFOM 

1 

Avtnua Vtaaf Hup 
uuawsM 

FWi ronMl 

*0.10 

U M«fi5AU.T 

Av«nua law* UaiSfa 

17145 OtAkWV 

RhM atrtial 

45,00 

KttAlOA LAfQN 

ivi> wa Jam Jau»4a 

Ht» WAJCEVUI 

FMi aa*n4 

11.00 

oon a*a 

• CtofftW Cl*«on* Ul4*wa 
UIW MARTUAC 

fen atari**. miwUy ani tfanato 
al Muaoiai a!** ani naaNnary 

too 

OttOAN 

IlMll l*rh*kt 

Zl 4* * Own CMun 
(UMOOKOff 

Iniuotrtal mamiacturor 

10.00 

UUM 

tfOTfUNSFCKTSfftVlCCS 
NMdH Jaritoa 

17030 KVt *AWT UAftTW 

I natal tarian. iu««Mr ani Manatar 

al Mutfiat r** ani ataatinvy 

70.00 

tuiHtAqi 

H *v Mvotln lartfeM 
MIOOOAtNCai 

W«tgMnj 

77.20 

k>.HtaatON 

u* lit. «w OMra * <2*4# 
4TOSC LONOSVRtE IE3 MCT7 

tnOwat/iai aivanialnt 

04.00 

Tl AUSTRIA 

StMMimsruM 11 
»0I0 KLACINIUKT- AUSTRIA 

ln*uiut«fl. ataa«*hr *"4 uaoalat 
al Muot'lal da* and akacMnary 

&0.M 



0505 

EUC6299 04301 


Confidential Pursuant to 
Protective Order 




189 


77-r»- 1992 :7:*6 _&U5 l SXX1LS 22 2 7Z22SV5 

fcXH« +“ •* »* >> •• ...» 

TRAWSrV- rsppyrrK GKQuy 


I. 


— 


HAMC 

uoncu 

ACTIVITY 

* 

tmmm 

1 

Nrt 9ftr* 4* 7Momtt#<lwiy# 
tnw rio*u«M 

TfwiMA W W#n| w»fn»^ 

H.N 



AUOMLTTUMttHMr 

Wt ♦* t*MM f 

AIMMMwrf 1? . OC*UAMV 

Tf*ntp*r* 

11.00 



* (U+ntfVl 

4J#9 if - flHHt 


fi.oo 



* (VK* 

A"N* I»m 9 

«im pi«m» 1/ • 9mmtf 

FM«9«f 

n.M 

UkGCNOJK 

WHt w##40 IV Mf 16 

nijooi .*w*crT"0^» 

Ttontoon »jr Mwo «#iww#y 

•Of 

C* 

lOMATl itnvid 

K »HM W NWT 

1*900 JA/tNY. 

f^w**** Nr# 

11. M 



M 4* fii 

UHOWTOCIOVC 

>M4 h>rfl*> 

90.90 


- OiUAT 

RMMFMNk 

«n»rio*ANO« 

UMiknqiM 

19.00 


t oo 

J* iw* •> Fimoi 

•7t9tr\jO*A*M 

I#*"** Nr# 

99.31 


♦ acu*v 

14 04 

191W9OAT0CIOW 

tMp— N Nr# 

93.90 


U eiOMA7CTMX»W«T 

|l l>MM4tNv«r 

l4»oo jtJwy 

Tr#A(#«rt 

100,00 

«X»«C 

MMMt 4r«n» 

*roo« Ian uiwi mjvcm 

ln#u*trt«( vnQkwvibif 

•9.00 


Confidential Pursuant to 
Protective Order 


0506 


ELIC6299 04302 


1 




190 


raw -&ts * kkxiis 2 - -322515 

.WOV*I.I.UMrK«ilKH» 



ASOPtSt 

ACTIVITY 

% 

gtockaluamcc 

4 av*4^« ►tocha 

TI904 PAR'S 

Craalfe* a«4 iumMs at wa/ar»wt«* 
dwfc* a .*4 f*f»r pjft* 

IMS 

TRANSAUU.NCI 

tl Famodi 

S7U0P10PANQB 

Ttanapon, iwiji and tefitiic* 

•0.1S 

«Kf 

4av*nuaHa*o 
?W« PARIS 

HftMMf C onufif WadatiaaO to 

t'lftHWfl 

11,11 

ACTtNVUT 

M av. Uaroafia BmMm 
}KMQ« tMOIUMtt 

Hctoto* Co moony 

100.00 

AOTO 

H a*. Uarcaln Sarftal* 
JICUC«tNOIUC«4u 

►'OtoM# Company 

01.71 

TRANGFNRT MDUtTRIM 

JMfl rv* «« Jk«m 

I70M IAN SAINT MAATft) 

InPvWlOl 40**00 

Sl.1l 

,-SGOPVOA 

•0 % 

Fftn^Anpo 
«iw Aiai 

Qtaaa factory 

11.74 

*OWAUV«R VO* 

Pvt Prangoto Arago 

11000 AID 

QIam factory 

70.00 

OOP 

1 

not MTU# Jma LoOV* 
WS07 PANTM 

HoVPfto Company iomHUN In 
Hotoginf 

•I.S1 

L A 0 1 

4 ty*MM HCKht 

71004 PARIS 

HoWnfl company 

•I.7P 

NOVW/W 

IIWMhMw 

74000 PARIS 

Packaging. nwAMtof 

44,00 

NOVAIUANCS lUUOSUn 

4 tvanua HMha 

7IM PAMS 

Halting Company 

•S.S0 

NOVALUAN0E COUMUtMMUM 

4 IWM tort* 

?MM PARIS 

In H m»a aOvantotof aganoy 

Of.TS 

MOOMl IIHAPtNANOI 

4 

7 SOW PARIS 

Plnanoki ansvtoaa 

04.00 

MCTMOOACtO 

17 fw* IfMO fcanan 

11100 REIMS 

Comptnar aafmn 

•W» 

JUOTtATD »« 

420 AM S*ln»-Hon©<4 

TS001 PARIS 

Conauftant and pcMaaa 

10,00 


ELIC6299 04303 


0507 


Confidential Pursuant to 
Protective Order 




191 


r-McUR :ris tcro». -bus i kochs 
K -ATa b fTyoi r 


HIM 

Aoooew 

40tW«*r 


A HI A 

It Man* 

W«04U*imM 

* 

30.00 

MCITMO 

ittiMfurit oaaMOtma 
r»ia AAiut 

RhI hm 

. 

iMi 

MOVAATTUM 

TMM MAM 



AMRAATW4 

4 *Y*rv* Nocftt 
?WI MNI 

HflMnf HWMWy 

41 ,00 

U CD 

44 MM flMM 

7 MSI **ft» 


41 06 

LCAICAM 

It rv* DM 

MtMlOUUV 

AWejit natal 

34,00 


Confidential Pursuant to 
Protective Order 


0508 


EIIC6299 04304 



























193 


z?-n*-i«2 '/mb rear ^uis l soocils s -assu pas 

t*r* ^yv«wwi"*-wfc — •• •• 

cni> fiROiig 


” 


USMU 

activity 

it 

OAULTCimOiOMr 

17 Mt 6* MmlS 
WJTOUWCfOfX 

CvftW* bWM 

tin 

MM tWMIUOl 

{1 «* Martooupot 

6WC UOWTM0UK 

tern 

».» 

cuoc 

7*11 «r. 

(DM CALUIAI 

ftptt vonmw 

80.00 

CUI Cartaa 

UVEAPOa'-24WA *0» 

CMWMm 

ll,6» 

fAMTIM OU WOW) 

ill m* Jl PinoUa 

ui70 o»oa 

Pi #•* Mwaty 

70,0 1 

A 

01 

4 *a mHoM 

TIOM PAAJt 

HtiAfif aampaiy 

I7.fl 


■ NOVAPAA 

4 t»*nu* Mocha 

JMM PAAlt 

HaWnf N*wy 

11,09 


- CMQAiOO 

HMrwtg *t 1720 KUUANI 

Baoax 

CvAtwl MM 

•*,00 


*- PfNCAUOPflOf£MJONN& 

tl rw 0« <■ Mowifto 

17011 IMOQU CatfM 

Airta-ptfta Aiitribytta 

47.3* 

K* PfACtUW 

w OO* • t24« M. Ja«ft Uiwa 
8)107 tAHTW C*0M 

Praparfjr MOof «o*npafty 

•1,00 

KIPAMKTLAVMttNNi 



» COP • am Ms Jma lofea 

1JM07 PA*TW C«7M 

traparty hoMkif aampa«y 

41.09 


EUC6299 04306 


0510 


Confidential Pursuant to 
Protective Order 































195 


27-n«M932 17: 12 POST _£UI5 t HXXllS 

MOKY 


32 -332915 p.ll 



ELIC6299 04308 


0512 


Confidential Pursuant to 
Protective Order 














2?-ns*-i9« :ri2 


-EUIS V 5CCXJL5 


22 2 233291S P, 12 


{N»*Yiwr«* 





KOMmCTtUXSMW^O 

A*AtO# MdS*A04 
CRWTKM-LU)®«CUna 

TunjROrt 

•o.oo 


PCftftYMOlWN 

ZA 6a Vvtoul <Xa* 

70000 NOlOANS'Mt'VMfetf 

Ttamptn 

It. 00 


. SOOITRANS 

| Hjm 44 U finiM* 

5C*00 U CMA^Etf MMUUC 

Tfana0**t 

• 0,00 


. jUfUTMMSPOftTS 

1* CtMfflm (4i c«Nm 

MOQf LONS Li IAUNI0 

TronifOrt 

106,00 


. TRANSPORT NTMNATlDWAi. 

OOVER * OtLAWARI 

TrtAtpwi 

1 06.00 


INC. OSUAWARI 

w 




1 (VmXtgnt 

HVKXgN-N£WJCRSfY|UQ 

Tmmrt 

106.00 


- M0RYMAA0C 

L_ieee*5 

tO lw* P0(X»it# 
CASAAUNCAOI-MAROC 

TftAtN marHimt at pwiuilra 

10.00 


2* M MiMnM N Mtnul 
CAMAtMCAOt ‘MAAOC 

Rutl Vttm$ 

40.00 


tlCUMTAt 

10 rut Wtrttfc 

ixsuxa • Miaojs 

Tftmptrt 

IMI 


- CTtXFKAMCt 

tstae caiwvui 

Traittptrt 

100.00 


. F7YX PAR CAST 

IMt Plwa 

tIHpan Avnia, MONO KONC 

IWa»6«» M wMMle* ***** 

1 00,00 

WILUHO HOOO 

1)01 ItfAAlni Pun 

tat«rft«r*Ai< lr*l*N f«rwv6l«* 

14.00 

L 


tOHrMn*v*AM,MONOKONC 



VKWr rtCHNOCOO*i 

to Mur* Uv* LurnUrt 

Tranapart 

00.00 

L_ 


UXA VWCP#rf» CtOtt 



| HNTWUOPORT 

'1 

Mvfilirtta 1 

Pt>*6 rn-Hoort - 

(0.00 

L 


mo lOCtAm AWTYTSJVfiN 




0513 


Confidential Pursuant to 
Protective Order 


ELIC6299 04309 




197 


2?-ne*-;»2 l?:il rCR GPU JSd 15 i SOCKllS 2 2 2232515 ».» 

j haluabus mmuE 


NAME 

AOOWEtt . 

ACTIVITY " 

TWirtirr u 

Hfl pM 44 TAW* HMnf> 
PlMflORAWOf 

Tr*fl«p«rt *7 MW waMntay 

SJLAR MOSEL TRAWCFOWT 

(raw | 

4W0rt*w»R»r.0€««iwr 

Tranaoort 

TBCHNOMMA 

Rm Him t 

4«00 OvHAsO IT. COfWANY 

I 

I 

1 

ura 

IViM km* I 

410C OuNowrg 17, GCRMANY 

Twit*** By TON mimm O jr 

UOIN&JIK 

Wt* Wa«M fUMt CO 
NLJOOIAW.RSTTfADAM 

TWIMM By MN •t*r*4f 

TKANtFIKTUKVICII 

MfMkiJvOn 

Tmipm By WArtO wnxy. 


4 70C0 CAW CANT MARTIN 

CCA tWCng. kMtlrfcl i*Mt 

CIIOMATB ceftvtci 

kwji 44 Han»y 

MOO JAR NY 

IrvMNM Nr* 

CCLtna 

MlMMl AM 

POCO BAN CAMT MARTIN 

MOuawiOi *"f IwMrtft* 

CtVOMATR TAAR*?oS? 

klMIM AM 

SW0 CAN tAMT MARTIN 

TrMMort 


U 4* r«Aflf«M r 

PNC OfncCcM 

isMccomeciooc 

HoMNnf M Mm, oiMMcry oonow. 
f*M HnAoc*. 

WUAT 

a inn M TwA 

ITlttFlOHANOI 

Ron ***•* i. Mv*W*fy~*AWal 

Cl* MO 

a WN N fcrncoR 
1710*710*4*0* 

llW* Nr* 

UClIkCCMO 

M « r*of(NN«r 

wncAomcictouc 

l*v*m*f* Nt* 

COlOTJU TRAMSPOMTS iURL 

IRC 

47lWfl0fUN«C-*« 


OOlOTItt CTAUC 

VM CAMAA. 73 

3U0C TAtVUO • ITALIA 

l»*A*T*ri 

COIOTITA AlAACE 

CNwrNi 44 M Bru*»* • («MIN« 
470JCITRACOOURO 

TTMteon 

wuu 

ROM. *10* 

«0»« rm *•. Oax cm 

A««4 howN«0 OM IMAM OctoitM 

?«»**■ 

9444 Tt<9^4*VU4»fl 

0* CAM. UM-ehNHt 

MOM Ff RRKtNAN CNN 

Ro«0 howNf* on* MNl*0 MCNCm 


MOM FfRAAMAN C«0« 

RoaO hauNf* an* hh*i *0 aaivWM 

•CAlAAMOBORT 

21 • MUN COACH 
l - CM* 

RoM hontf* IN fMctoO COhMlM 

IITIOIM 

It INN* fo*«1 WVMnr 
tritonjOAAMO* 

Ao*0 K*Af* *n* rNNN MU«W** 

•OlOTAA «T Cl* ~ 

ii im * nit ao>« 

Ml 00 CANT DC 

Aood kMAtft 

TOtM 

B *• On Mat cm Com** 

A4M0 NANTtt CNn 01 

ANMAfi 


Confidential Pursuant to 
Protective Order 


0514 


ELIC6299 04310 




198 


27-TWM992 17511 r&P** -SJIS t SCCXILS 


HBHBHH 


AMtltfOaQ# 

MImM 

|T|2U2r^HK 

KMNvMt 

eootPMW 

rr!7SMWi 

Pmi*mAa$4 1 

HtAWANN 8AM. "1 

CHlSEjBI h 

MteNgt 

TRANSPORT# ISSOlAi*** 







I064C UWC«£VUi 



SOUQ UNCAiVAit 

At#*MMfef# 

■fUaHHMi 

13# •*. 9w Q*t*tU LMtort 

um *7imju(i 

MNottfl 


Ua|*#vMI« 

ftooM oufnmvuc *m*nhi 


nHBB 

*** 44 ti## PUT Wft* 

MW CAVAUON 

n#MN#wl#s# 

ftKNC MtCWV 

t4» ru» 0 u GfcW* LwN* 

WB AZCRAUI8 



1« *rt *J 0**« laCMft 

Mm A2ERAUCI 

Mm* Mu*f« 

TRANSPORT O. 8CHUTT 


No*»ltfcjr>9> 

1WOT 

MICH EC MAYlfi ttttfiainrio* 

•/to rw« JoitoK-Cw^w 

SMSOTMOUeUX 

i* Art * Own* mrfM 

Mil# lUVAUf - 

MoM 

”FCsriS5#fr”'~"‘ 

KAVkR 

at/a# i*« mm« t m 

MOM NANCY CM* 

ftoM NuUfT " " " — 

TTT T)UH3TC*hT8 

« TAAN$AU.IANCC 
•MINlm#, fvohanqc 

ftwOMm 


atm n* n*^*j Mt 

MOO# NANCY CM* 

AM>Nt« 


»'/» ru4 M*««i M* 

MOO# NANCY CM* 

•WIWW 

POtTRAWOflT 

- 

Av. ft*0w*« #m M*nt« 
ZOMMSttNI 

Road >*Mg« 


Confidential Pursuant to 
Protective Order 


0515 


EUC6299 04311 


































2 









201 


27-ncft-l992 17S13 rCROO* _&ltS 1 3XXIUS 32 » 23325IS P.u 

t 

aootAUiUgCLfltfaie 


NAME 

tentess 

—i^mm \ imuMWi 

■CJJ 

»r» 

MAOnw 
tMOO APPOKPCtf 

MM >r»uyt 



tl m toCNAb 

t7l« ITAAMOUM 

| 

i 

UORTU3GKM9 

I 

MM ElM 

Cwwm OMibuttaa an# atamyi 

it.n 

*— mAJTlMATlC) 

*U ****** 

•tt A. ITTt A» KM 

41*0 MAAN 

Paafcaylwf 

100.00 

tTOCKAUMNCK OUCtT 

U Mm TfiMt* 

IS AM LtM K«M 

»30tKWU 

Contra ani mnya 


•TO PtXHOffATlOM (MCA 

•tar. »r»— 
HCUKtUtCMi 

#airOwMA mi UVt|l 

s 

•otoTM otrrwwmo* 


Cwwaal «t>i*.an an* HMfl 

jj 

MFJ 

Kti.A Wtw 

MOM MlNT-0(NtS 

p«aa> 7»***Mrt m anraya 

JJ 

•tockiwaom n 

nwa PAAt* 


B 

9Ci CASANOVA 

111 M CWNN C4U4M 
kUMtlll 


E 

•Cl WASHINGTON 

MiwM Camai 
tMOOKlHUNC 

Piuawii MMA| aafnpaff 

g 


n #**« M MMrMl 


0518 


ELIC6299 04314 

Confidential Pursuant to 
Protective Order 































202 


27-f*A-i5» ;7:J4 lt»*N -SJIS l 30QCILS 

A«0 if ROUT 


3 ’ <30915 ».1T 


' MW " 

ACTO tCRVKM 

■ ~ 1 1 ' ~~ 

H •*. |<AhMt 

MWOKNOOf 

•eTrifflV 

VmtMM NNlM 

iu55*5*St Mile “■ 

H it. Uatah Imma 
aftlOBOMCNOCJ 

Ami HIM 

AtuctNcn i. Tfituue 

U Cry, U«artft MwftHil 

M10O9WNOMJ 

«im Oiwuttw (? 

MIT UMVtCn 

M *». 

M100G«NQ«LK 

r#m turn 

MOiafi ' — 1 

n M. UvcMA MTU* 

inoowtMOiLf 

Am* IMM 

Ml* 

It Uwttn MiW 

MlOOMCNOtUt 

*•* (KM 

t4o 

H *v. Uvprtn MnhtfW 

J*oo<Wf**u 

•Mi iMU 

V>.f! COHTACT 

Oww OwMt* wn 

UtNCUOAII 

)MH IMU 

tr.vicia it nviviuS 

M «r. OrMN 

Miwo«eNC»* 

Him iim 

AVTOMOlBW* 

n •*. uvMta •*«**« 
mto^Nooii 


A«?0 IIKVJCI* 

M Mi (MtfBMM IfttHW 

Mipowcucour 

AattenuMt* 

SZ3 

BN 1M • ft*M M CMtVM 

11300 UASfY 

AMimMl titWfojtotrt 

•BAM 

AM 1M • ft*n* M OitfVM 
flMO MA*fV 

Miwnotfta IHUlMtt 

toe MM 

Ami m Ciwvn 
*1W MAITf 

AtflMWAH* MiuMwMM 


f* •*. N uorrtkA 

MIOOtfNf 

Aw(**n«ttl« tiiirltutin 


WIT N A/kuM« BrtW 
»1«0 HKt 

AwwmaMia tiftirtMfMn 

AVTOMOm ttHVfcl ~ 

M.C B« PHAMCl 

•*» »*• Chart'll 
tIMBMAttv 

AutamoM* «utrt»vtf«n 

Mcviwr 

*t«r m 

Til to BOO* 

rufmtuPft ****** 

MCVDU* ACVIHW 

N0ftf W A/*M 

T11*0 DOOM 

rwuiivft ******** 


Mfnjr p0 Atm* 

'HMD DOOM 

AvffUn** MrlWlMfl 

MVtMOT IVMMOU 

<VAM> 

•» Mffjr wr AtfM 
mto DOOM 

f*nMvM «M<»wllAA 

(MOUMAWAJ 

u 0 At mm 
m«0 DOOM 

<HkMivt« AMlMton 

KUmiMNi WXTt*C7iVH» 

It tn. MtrwlA Mmm 

iraoo«fMC*jt 

Ik* wtoty 


• 1» •*»* M urn r»9 «• MUM MwHt TO MU m M (NOa m M«a > M 


0519 ELIC6299 04315 

Confidential Pursuant to 
Protective Order 




203 


27 -rm-issa ;?s i« .bus t soexius 32-2332915 *.ia 

ir “ 


ihiimvkM - 

M •*. U«Mn 

MIOOGXCNOM 

f« Mitt? 

OHM 

ZAC 0* CMMlM 

SMTO VAVOCT 

FV* Mi*qr 

HO 

23 . F m 4» K Mw» ttratt* 

77«» cwAwn-gun m*jw« 

Fir* MlMf 

TRTTSouiTOSr 1 

UUVMA C(*cM» 

M1M WCQfVT IVMTAU6 

hmt 

team 

H9A*. UvttA r»Aw« 

03)10 NSRrt LfS CAMS 

FM MJMf 

MAonu 

MlOOttAMHlNM 

UvmA OMm, 03)10 NCR* Ltt tAWf 

Fin mmt 

trornfts 

touUM MM* 

03)10 NIW9 ICO IAMS 

tv* t»My 

• MO 

feww <t Mn* . U ho VMM 

dim toman 

Fir* Mtt* 

IAMIO 

m ref MAC. MM 4* MOit 

0)10 NCR* ltt «AMt 

Fin mM) 

•or MAH 

H *x U«MM Bntvw 

00100 gtCMOOLi 

WMOWf 


0520 


ELICS299 04316 

Confidential Pursuant to 
Protective Order 



204 


‘A'SW 

\ 100000 ~ 


Forward Share Transfer Agreement 


BY AND BETWEEN: 

Mutuelle Assurance Artisanale de France, a mutual insurance company with variable 
contributions registered under business (SIRE!) number 781 423 280 000 10. having its 
principal office in Chaban de Chauray. 79036 Niort. 

Represented by Mr. Jean Claude Seys, its Chief Executive Officer. 

And any subsidiary in which MAAF has a stake of over 67% and which it may unilaterally 
designate to replace it, including MAAF- Vie. a 99%-owned subsidiary of MAAF. 

Mutuelle Assurance Artisanale de France Vie. a French corporation (socieie anonyme) with 
stated capital of 400,000,000 French francs, registered with the Niort Trade and Company 
Registry -under number B 337 804 819. having its principal office at Chaban de Chauray. 79036 
Niort, 


Represented by Mr. Jean Claude Seys 


Hereafter referred to as 
"the Transferor" 
Party of the first part 


AND 

Altus Finance, a French corporation ( societe anonyme) with stated capital of 4,408,108,800 
French francs, having its principal office at 34-36 Avenue de Fricdland, 75008 Paris, registered 
with the Paris Trade and Company Registry under number B 722 049 871, 

Represented by Mr. Jean- Francois Henin, its Chief Executive Officer, 


Hereafter referred to as 
"the Transferee" 
Party of the second part 
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RECITALS 

New California Life Holdings Inc. (hereafter "NCLH") is a holding company that was 
incorporated in order to wholly own Aurora National Life Assurance Company (hereafter 
"Aurora"), which company is to be a party to the takeover of Executive Life, a California 
insurance company in liquidation. 

Prior to this forward share transfer, the Transferor intends to acquire [by bund: 250 (two 

hundred and fifty)' NCLH shares with a par value of [by hand: 100.000 (one hundred 

thousand) US dollars each (hereafter the "Shares’*), representing 25% of the capital of said 
company, for a price of 25,000,000 (25 million) US dollars as recorded in the accounting records 
of the Transferor or any subsidiary replacing it for said purchase (hereafter the "Price"). 

This forward sale of the shares is made subject to the condition precedent that the Transferor has 
purchased the Shares or subscribed to NCLH's capital increase after obtaining authorization from 
the California Courts. 

As the Transferee wishes to acquire said Shares, the parties have agreed as follows: 


ARTICLE 1 - PURPOSE 

The Transferor hereby sells to the Transferee, which accepts, all of the Shares it holds in NCLH. 

i.e., [by hand: 250 (two hundred and fifty) Shares with a par value of [by hand: 100.000 

(one hundred thousand) US dollars each, all fully paid up, for a total price calculated in the 
manner defined in Article 3 below, payable on the date of transfer of title which shall take place 
on September 30, 1994 at the earliest and December 31. 1994 at the latest. 


ARTICLE 2 - TERMS AND CONDITIONS 

Transfer of the Shares shall be completed by payment of the price set in Article 3 below, in cash, 
in exchange for the corresponding share transfer forms. 
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2.1 Rights attached to transferred shares 

Full title to the Shares shall be transferred on the date of actual payment of the price, with 
dividend rights from such date. The Shares shall not be encumbered by any commitment, 
pledge or security interest of any kind whatsoever. 

Only the Transferee shall be entitled to receive any benefits or revenues generated by the 
Shares that are paid out after the transfer, pro rata its ownership of the Shares over the 
fiscal year in which the transfer took place. 


2.2 Capital increases, distribution of bonus shares 

In the event any allocations of bonus shares, exchanges or reverse stock splits (mergers, 
split ups, partial contributions of assets, contributions in kind of Shares or changes in 
their par value) occur between the date of the forward sale and the dale of completion of 
the share transfer, the Shares concerned by this agreement remaining after said 
operations, plus any shares allotted or exchanged therefor, shall be purchased for the 
same total price fixed in Article 3. 

In the event of a capital increase in cash or the issuance of convertible bonds by 
NCLH, and if the Transferor does not wish to exercise its preemptive rights, the 
Transferee shall have a right of first refusal over the Transferor’s subscription 
rights. 

Should it decide to purchase said subscription rights, the net equivalent value of 
their price shall be charged against the price of the Shares concerned by this 
agreement, as fixed in Article 3, provided however that the price shall not fall 
below the USD Price indicated in the Transferor’s accounting records, less the cost 
price of the purchased subscription rights as recorded on the Transferee’s books. 

The cost price of the subscription rights shall be calculated in accordance with the 
directive (instruction) of September 19. 1978 published in France’s Official Tax 
Journal (BODGf) under reference 5-G-7-78. 


2.3 Authorization 

If necessary, the Transferee shall arrange for the Board of Directors of NCLH to 
authorize the planned transfer of the Shares without any delay or obstruction. 


Revised by Aspen Induction 


[initials] 


T 004930 



207 


MC00010 


ARTICLE 3- PRICE 

The Shares shall be transferred in exchange for the payment in cash of the price recorded in the 
Transferor’s accounting records for the purchase of the Shares or the subscription to the N'CLH 
capital increase, determined as the product of the value of the NCLH Shares in US dollars 
multiplied by the US dollar exchange rate at the Paris rate-ftxing session on the date of purchase, 
with the US dotlars purchased by MAAF at that price through the intermediary of the Transferee, 
increased as of the date of purchase or subscription by the Transferor by a percentage equal to 
the P 1 C- rate + 3% per annum (on the basis of a 360-day year), capitalized once a year, from 
which amount the aggregate dividend net of withholding tax collected by the Transferor for the 
Shares until the date of transfer shall be deducted each year. 

In the event of any change in applicable laws on the taxation of dividends, the parties shall 
consult each other with a view to defining a new formula which complies with the spirit of this 
agreement. 

All tax, duties and standard costs the Transferor may be required to pay in connection with 
performance of this agreement, except for corporate income tax or any withholding tax levied in 
its place, shall be added to the sale price as fixed above. 


ARTICLE 4 - TERMS OF COMPLETION 

The Transferor shall inform the Transferee, by registered mail, return receipt requested, sent at 
least 15 (fifteen) days in advance and during the period fixed in Article 1 above, that it wishes 
the Transferee to arrange for the transfer of title to the Shares, in exchange for payment of the 
price fixed in Article 3 above. 

Should the Transferor fail to ask the Transferee to arrange for the transfer of title to the Shares by 
December 15, 1994, the Transferee shall inform the Transferor, by registered mail, return receipt 
requested, that it should arrange for the transfer of title to the Shares in exchange for payment of 
the price fixed in Article 3 above by no later than December 31, 1994. 
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If. as a result of any new regulation or decision issued by the US, European or French authorities, 
the Transferor is unable to keep the NCLH Shares or if as a result of said regulation, the cost of 
keeping the Shares would be excessive for the Transferor, it shall be entitled to propose a 
replacement, subject to prior approval by the Transferee which may only be withheld for a 
serious and lawful reason. 

If a replacement cannot be appointed, the Transferor shall be entitled to sell the Shares it owns 
prior to the date fixed in Article 1 above at the sale price fixed in Article 3 above. 


ARTICLE 5 - LOSS OF VALUE OF NCLH SECURITIES 

Should the value of the NCLH securities depreciate, irrespective of the reason therefor and 
including in the event of its reorganization 3 , court-ordered liquidation, merger, split-up, or the 
partial contribution of assets, the Transferee shall not be entitled to raise any objection or claim 
any indemnities in connection with the transfer of the Shares by the Transferor. 


ARTICLE 6- PENALTY CLAUSE 

in addition, the Transferee irrevocably undertakes to pay the Transferor, or any subsidiary 
substituted for it to purchase or keep the Shares, the penalty fixed below as damages if transfer of 
title to the Shares cannot be completed, namely because of NCLH’s insolvency, dissolution, 
reorganization or court-ordered liquidation or as a result of any new regulation or decision issued 
by the US, European or French authorities. 

The amount of the penalty shall correspond to the Price of the Shares as stated in the accounting 
records of the Transferor or the subsidiary substituted by it for the purpose of the purchase, plus 
interest calculated at the P 1 C rate + 3 points (on the basis of a 360-day year), from the date on 
which the sale price for the Shares falls due. 

In the event the Transferee is required to pay said penalty to the Transferor or one of its 
substituted subsidiaries, payment shall be made in francs after converting the Price in US dollars 
stated in the accounting records of the Transferor or its substituted subsidiary at the Paris Fixing 
rate on the date the Transferor acquires the Shares. 
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ARTICLE 7- REGISTRATION 

The Transferee shat! pay ail registration fees and taxes that may be due as a result of this 
instrument, if any. 


ARTICLE 8 - CONFIDENTIALITY 

The undersigned expressly undertake to refrain from disclosing this agreement to any third party 
except for the authorities responsible for registration and their advisors, or other than in order to 
compel the other party to perform its undertakings if it has refused to do so. 

Save for the exceptions listed above, any party which discloses this agreement or makes 
disclosure necessary shall bear all the consequences of said disclosure, of any kind whatsoever. 


ARTICLE 9 - ARBITRATION 

The parties agree to try and find an amicable solution to any problem that may arise in 
connection with this agreement or its performance. 

They also agree to refer to an arbitral tribunal any dispute whatsoever that cannot be amicably 
settled and which may arise concerning the validity, construction or performance of this 
agreement. 

The sending of the notice by the first party or of the response by the second party referred to in 
Article 2 above shall be deemed to constitute an arbitration agreement, in accordance with this 
article. 
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The Tribunal shall be formed in the following manner: 

1 . The party wishing to refer a matter to arbitration (the first party) shall give the other party (the 
second party) notice, by registered mail, return receipt requested, stating the object of the 
dispute and its wish to refer the matter to a sole arbitrator or to a panel of three arbitrators, in 
which case the first party shall disclose the identity of the arbitrator it has appointed. 

2. The second party shall reply in a letter sent by registered mail, return receipt requested, either 
agreeing to the first party’s proposal to refer the matter to a sole arbitrator or disclosing the 
identity of the second arbitrator it has appointed. 

3. Should the second party fail to reply within fifteen days of the date on which the first party’s 
letter is tendered for delivery, or should the parties be unable to agree on the identity of a sole 
arbitrator within fifteen days of the date on which the second party’s letter is tendered for 
delivery, or should the two appointed arbitrators fail to agree on the identity of the third 
arbitrator within fifteen days of their appointment, the first party to act may request the 
appointment of a sole arbitrator, the second or third arbitrator, as the case may be, by means 
of an order by the Chief Judge of the Paris Commercial Court ( Tribunal de Commerce), ruling 
in emergent proceedings. 

The arbitration agreement shall be drafted and signed no later than thirty days after the 
appointment of the third arbitrator. Failing this, the provisions of the New Code of Civil 
Procedure (Nouveau Code de Procedure Civde) on arbitration shall apply. 

The place of arbitration shall be Paris. The arbitrators shall make an award at first instance, 
against which no appeal shall lie. The tribunal shall rule as amiable compositeurs, and shall not 
be required to comply with the rules of French law. 

The arbitrators shall allocate the arbitration costs (arbitrators’ fees, disbursements and fees of the 
parties’ counsel, and costs of expert assessments) between the parties as they see fit. 
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ELECTION OF DOMICILE 


For performance hereof and of all matters or issues related hereto, the parties elect domicile at 
their principal offices as indicated above. 


ARTICLE 11- NOVATION 

This agreement cancels and supersedes all earlier agreements on the same subject that were 
signed by the parties on August 6, 1991. 


Executed in [6y hand: Paris] 
on November 15. 1991 
in two original counterparts 

[signature] [signature] 
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SCHEDULE 

to the Forward Share Transfer Agreement 
entered into by MAAF, MAAF Vie and Altus Finance 
on November 15. 1991 


Below is the updated schedule of disbursements paid out by MAAF Vie for creating and 


operating NCLH: 



Amount in S 

Exchange rate fixing 

Value date 


D -2 

D 

-6.000,000 

5.47S5 

February 5. 1992 


These payments were made through the intermediary of SBT Batif on behalf of MAAF Vie. 
They will be factored into the calculation of the price for the sale of the shares between the 
MAAF and Altus groups using the actuarial method. 

Executed in Paris on [by hand: March 10. 1992 ] 

In two original counterparts 


Signature Signature 

For Altus Finance For MAAF and MAAF Vie 
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Translator's Notes 


Additions and alterations by hand are initialed in the left-hand margin. 

We hav e been unable to find a definition of this rate, or its translation into English. 

Rci/iL'M^nicnt: proceeding commenced against any insolvent company designed to save the company, continue the 
business and maintain jobs, while settling liabilities. The closest functional US equivalent is "reorganization" 
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Com rat dc cession a terrae d'actioos 


ENTRE LES SOUSS1CNEE5 


La societe mutuelle Assurance Artisanale de France, socidtds d'assurance murucile k 
cotisations variables, immatriculee par le nunkro SIRET 781 423 280 000 10, dont Ic siege 
social esi a Cuban de Chauray (79036) Nioru 

representee par Monsieur Jean Gaude Seys, son Directeur Gdndral, 

et toute autre societe. filiaie de la MAAF a plus de 67%, qu’ellcs pourroot librement 
sc substiruer et notamment la MAAF-VIE, filiaie i 99 % de la MAAF 

La sociek MurueUe Assurance Art is a rule de France Vie, socktl anooyme au capital de 400 
000 000 Francs, immamculdt au Regisne du Commerce et dcs Sockks de Niort sous le 
numcro B 337 804 819, dont le skge social est i Guban de Chauray (79036) Niott, 

represenke par Monsieur Jean Gaude Scys 


ci-apiis ddnotsmdcs 
He Cfalaxu' 

DUNE PART 


ET 


La socktd AJrus Finance, sock 1 6 anonyme au capital de 4 408 108 800 Francs, dont 
le nife social cat i Pans (73008). J4« avenue dc Friedland, immamcuWe au 
Refine du Commerce « des Sockks de Paris sous le wmtn B 722 049 871, 

nepxdjcnkc par Monsieur Jean Francois Hdnin, son Ditecteur Cdndtal, 


a-tprts ddnommde 
* le Ftt * * *** * " 

D 1 AUTRE PART 
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EXPOSE 


La societc New California Life Holdinjs Lie. (ci-aprrt ’N.C.LK.") esr one $ociet£ hoidioj 
conssuuee pour core actionruirc a 100 % de U soci£t£ Aurora National Life Assurance 
Company (ci-aprcs ’Aurora") devant paniciper au plan de reprise dc Executive Life, society 
d’ assurance de I’Etat de Califomie, en liquidation. 

U Cedant entend proceder, prealablemem a la prtsenre cession a tenne, i requisition dc 

A Cm/ c*‘ •<•**• */<. ) actions dc N.C.LH. ciacune d*un montanf 

nominal de u~> U<- ) dollar* US. (ci~aprts *les 

Actions’) rtpnesentam 25 % du capital de ctne socidtd, pour un pru de 25 000 000 (vingt 
cinq millionj) de dollars US. ainsi qu'il figure dans les livTcs compublcs du Cddant on de 
sa filiale substitute pour cent acquisition (ci~aprts a k Pru"). 

La presence vente k terme dcs Aaions esx ccnciuc sous la condition suspensive que ie Cfduii 
ait achert les Actions ou souserit 1 t’aupnenunon de capital de N.CLH. i la suite de 
I'obtencioa de 1'autorisaricm dcs Autoritds Judaciaira caiifomicnocs. 

Lx Ccsjioruwirc souhaium acqudrir ccs Actions, la panics son! convcnucs dc ce qui suit s 


ARTICLE 1 - OBJET 

Lx cedant vend, par la presemes, au Cessionnaire. qui I'accepcc, la ioulit£ da Actiocs qu’il 
ditient dans la tociit4 N.CLH. soil .* Cti ( ) 

Aaions dc i*m / i+ m ( ) dollan UiL dc nominal chacuoe, 

cntiercmeai li b dr fe s pour un pru total, calculi ainsi qu’il ess ddfiai ft 1'irode 3 da prfsema, 
payable au jour du transfers dc propriety qui imerviendra au plus tdt le 30 septembre 1994 e t 
au plus card k 31 dtembre 1994. 

ARTICLE i - CONDITIONS 

La realisation dc la cession da Action se fen par pakment comport du psix sripuk i 
!' snide 3 conrre remise da ottira de motmxncna dc does c o rr cs po ndints . 
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2.1. Droits attaches aux Actions cedees 

Lcj Actions som ccdccs a U date du vcrsement effeaif du prix jouissinct couame, 
cn pietne proprictc, fibres de tout engagement, naxu iuentent ©u droit reel queiconque. 

lx Ccssionnairc a seui vocation a i'encaisscmeot de terns fruits ou produits relatifs aux 
Actions mis en paiement pcstcrieurcmcnt a la cession et au prorata temporis dc la 
proprictc des Actions pax celut-ci pour I’exercice au court duquel a lieu la cession, 

2.2. Augmentation de capital et distribution factions gneuites 

Au cas oil des operations d'utriburion d'actiotss i tint grant it. d'dchange ou de 
re troupe mem d' aaions (fusion, scission, appon panic!, appon en narure des Actions 
on chanjerntnc de leur valeur nominate) aunient iti rt aliases entrt la date de la vtnte 
a terme et la date de realisation dc la cession dcs Actions. Us Actions objet du present 
contrat, IvcnrucfUmcn: subsistames atari que exiles attribudea ou remises cn dchange, 
scraiem acquiscs pour !c mcmc pru global aiosl qu'il at ddtermind i i'anide 3. 

En cas {^augmentation dc capital cn numeraire ou d’fmjssioo ^obligations 
convcniblcs dc la socicU N.C.LH, ti si It Cidant oe souhaite pas cxercer son 
droit prtfdrcntki dc souscription. Ic Cessioooaire dispose d*ua droit dc priority 
k 1' achat du droit prtftrcmid dc aouschpdoe du CW aa t . 

En cas dc cession dc ces droits dc souscriprioo, U eontrovalcur near de levs 
prix s’ircputtrait na ie prix de cession des Actions, objet dcs prfeentes, tel que 
ddfini I Tarodc 3, am que ce prix puwac devtnir infcrieur de ce fait au Prix 
figurant cn dollars US. dans le* Uvres comptables du OEd a m . diminud du prix 
de itvient compute chex U Cessionnaire dcs droits dc souscri prion ctdCs. 

lx prix de reviest des droits dc souscriprion setaic calculi coniormimcst k 
I'instrucricm du i9 septembre 1978 pubtite au B.O.D.G.I. sous la rdftixDCt 5* 
0-7-71. 

23 * Agrtroenr 

Le Cmionnaint fer* son affaire de I'agremeat k donner, le cas ichUtX, par le conseil 
d'administrarioQ dc la soddtC N.C L.H. k U cession dcs Aaions k imcrvccir. uus 
vkUi. ni difficult*. 


& " 


^ Y 
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article 3 - PRIX 

La cession aura lieu contre paieracnt com ptant du prix figurant dans Its iivtes comptables du 
Cedant pour ('acquisition des Actions ou U souscriptica a r*u (mentation de capital de 
N.CL.H.. fixe comme le produit de ia veieur des Action* NC.UK. to dollars U.S., par le 
cours 4u dollars U.S. du fixing ft Paris tc jour des achats, its dollars U5. ayant i\i acbetts 
i cc prix par U MAA F. par I'intcnncdiairc du Cessionnaire, major*, i compter du jour de 
racquisifion ou de U souscripcion par le Cidam, d'uo pourccnuge * jai an uux P 1 C ♦ 3 % 
I'an (sur base 360 jouts), capiulisi annuel lemcnt et diminud . chaque anode, do divide odes 
nets dc retenue a ta source encaitKs par le Cedant rur les Actions en question jusqy'ft leur 
cession. 

Hn cas de modification de la legislation en vigueur concemant le regime de taxation des 
dividendes. les deux panics se rapprochcront pout rrouver use formule COntSpondant i t'espril 
du present accord. 

Au prut de cession ainsi determine s*ajouterom *gaJeroem tous les impta, axes tt frais usuets 
que le Cidanr pounrait avoir ft payer Ion de I'extajtion du prisenr engagement, i {'exception 
dc I'impdt sur la societds ou des retenues ea tenant lieu. 


ARTICLE 4 - CONDITIONS DE DENOUEMENT 

Le C<dant jverrira le Ccssioonairr, par lerae reco«mnand4e avec accus* dc reception adressi* 
au moittf quini* (13) jouis i favance et pendant la pdriode sripulde ft ranide i des pitbentes, 
qu’U demands au Cewiotusaift de proeddet tti transfers de propridtd des Action* moyennant 
le paiement du prut snpuift ft l arbcl* 3 des present**. 

A d4faut dc demaade de realisation du transfen dc pn>pritUd des Action*, adirssde par le 
C*danl » Ceu wonaix* tvam le 13 ddeembre 1994, le Cesaionnaire inform era le Cfai a n t, pi* 
lertrt itcommandd* am ac axU de rtcepnoo, qua celui-ci doit proc&kr au transfer dc 
propidtd des Action* contre pai em eni du prix de cessioo stipuid ft I'anid* 3 de* prdsentes au 
plus tard le 31 ddeembre 1994. 


jf? 
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Au cas ou one reglemtnwion rtouvclic ou une decision d'une tutcrite pubiique amcricainc, 
europeenne ou frwqaisc mctuit ic Cedant dans I'impoaibilitd de con&erver les Actions de ia 
socsete N.C LH„ ou si du fait de cette rejUmentation, le tout dc leur Conservation devenait 
anormalement oncrcux pour le Cidam. celui-ci serait autorisd l sc subsiimer uq tiers, qui 
devrait iccevoif I'agrcmcnt prealabic du Cessionnaire qui ne pourra s‘y opposcr quc pour une 
raison grave et Idgiiirac. 

Si la dcsienanon de ce tiers su bstttue etait impossible, le Cfdanr pourra cider le* Actions qu'U 
detient. avant le terme prevu a 1‘anicle l dcs presentes, au prix de ccssioo stipuU a Particle 
3 dcs presents*. 


ARTICLE 5 - PERTE DE VALEUR DES TTTRES DE N.C.LJi. 

Dans rhypothesc ou. quelle qu'en soic ia cause el noummem en cas de rtdrtssemeni ou 
liquidation judiciatrc, fusion, scission ou appon panic! tfacdf, la valeur des ritres dc la socictd 
N.C.L.H. k deprccicrait, la realisation de la cession dcs Actions par le Cddant c'ouvnra aucun 
droit a contestation ou indemnisarion au profit du Ccsrionosire. 


ARTICLE « - CLAUSE PEN ALE 


U Cessionnaire icngagt en ourre irrevoeablemcM k payer, k titre de dommages el intdrits, 
au Cedant ou a touts filiate quc ceiui-ci sc sera subsritud pour {'acquisition ou la ccmscrvatios 
dcs Actions, le tnontam de la clause pdnaie ditenaind d-aptis, pour le cas ou Je transfer* de 
propnetc dcs Actions ne pounail pas dtrt realist et nouraroent ddcoofintrt, dissolution ou 
misc en rcdrusct&cm ou en liquidation judidaiis dc la socidtd N.C.HUL ou par 1‘cffct d*uo* 
re jjemenorion aotrveile ou tfune decision d'une autoritd pubiique imericaice, europeenne ou 
fraoqaisc, 

Le monoar dc la clause pdnale sen dgal au Prix dcs Actions figurant dans les livres 
comptabics du Cidam ou dc sa filial* subetirude tux fins de cette acquisition, major* <fun 
intdret don* Ic taux est t l C ♦ 3 points (sur base 360 jours) a comxscnqant 4 courir k 
comptcrdu jour ou ic prix dc la cession des Action* cs exigible. 


Dans rh>potWsc ou cent clause petuie devait itrt payic par le Cessionnaire au Cfcdant ou 
a Tunc dc sea filial cs subsntuda, Ic paicz&em sera effected cs francs ape** coerversioo da Prix 
en dollars U.S. figurant dan le* IKit* comptablcs da Cddnc ou dc sa filial* substiwde, 
d'apres son coon au fixing dc Paris le joua dc I'acquisitioa dcs Actions par le Cddam. 
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ARTICLE 7 - ENRECOTREMENT 

Lx Ccssionsiaire feta too affaire des difftrems droits el frai* qui, It cat echdant, poumiem 
cue dus comme consequences du present sat. 


ARTICLE « - CONFIDENTlALITE 

Us soussijsiees s'imerdiaent eipressCmenf de divuljutr its prise sics s leu lien, aui stsfea 
exceptions de {'administration de I'enrejistremeni. I curl conseils ou sauf ea vue de comraindre 
1'autte panic a esecuter ses cniajemenU en taisoo de son refua de le fain. 

Hormi* I’exception visit ei-dessus. la panic qui auruit divulfud ou ttsdu odeesaaire cent 
divulgation en supponera Mule I'cnsembic des consequences de toute nans re qui pounait ea 

rt suiter. 


ARTICLE i - ARBITRAGE 

Les panics conviennent de s’effoecer de regier l {'amiable tons Its problimes qui pourraiem 
survenir concrmant lc present pnxocoie ou sou application. 

Elies convicnncnt dgaiement de soumetm i un nibuoai arbitral tous let lirigel sans exception 
qui tie seraicot pas rt jibs siasj et qui pounaitnf naltxe de la valtdite, de rimerpedtarioa ou de 
i'exfeuticn du prtaenl accord. 

[.'envoi par la premiere panic de la notification, ou renvoi par la deux time panic de la 
ttpooac pt dene en 2 vaudn eomprotnts dans let termed da la pidacnsc clause. 


T 004943 



220 


M 000013 


- 7 - 


lx tribunal sera coassttud dc U faqon suivujte : 

L Lt panic deairant recount a i*arbitrege (1* premiere panic) adresse i i’autre 
panic (la deuxiemc panic) une notification par terete recomnsandie avtc accusi 
dc reception. indiquar.t i’objct du diffirend « son doir dc rccourir. sou k un 
arbiire unique, soil a trots arbitres et, dans cc cas, ia premiere panic indtque 
Ic r.om de ccSui des arbitres qu‘el|e a choiri. 

2. La deu.iicmc panic repond par ienre recommuwUe avtc aecusi dc nice prion, 
soil en accepum 1c recours a un arbiire unique piopose par la premiere panic, 
sou en indtquant ic nora de ceiui des trots arbitres qu'cllc choiri L 

3- Fauie par la deusieme panic d'avoir repondu quiaxe jours aprts la date de la 
presentation de la lerrrt de La premiere partie ou fautt par lea deux panics dc 
I'eore cnteoducs tut Ic nom <fun arbiire unique dans lei quinxc jours de la 
presentation dc la Icrtre dc La deuxiime partie ou fault par lea deux arbitres 
choisix dc s'cotcodrc dans Id quinxc jours dc leur designation sur le nom du 
rroisiime arbiire. !a panic dili|cnic pourra sollicifcr la designation dc rubier 
unique, du deux ic me ou troisiiojc ubirre, scloo le cm, par ordonnaocc dc 
Monsieur le President du Tribunal dc Commerce de Pahs ttatuant en vtliii. 

U comprocnis dor* itre rfdigd et sip* au plus tard dans le d£lai dc trenie jours de la 
designation du troiiiimc arbiire; i ddfaut. il sera fait application des dispositions du Nouveau 
Code dc Procedure Chile sur f Arbitrage. 

La tribunal sitgera 1 Paris et sanjerx en premier et dernier rrssort. cn amiable compositeur 
sans ctre ccsu (f observer les rifles de droit frmqaa. 

Lcs arbitres drvroot riparar la finis ^arbitrage (bonoraircs des arbitres, frail et bonocaires 
des const ill des parties et frail <f expertise) entre Us parties. 


N 
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ARTICLE 10 - ELECTION DE DOMICILE 

Pour 1'exeeutton del preicruei ei de lean luites, iej parties font Election de domicile to tear 
jiija jociau.c sus-indiquds. 


article u - novation 

La presente convention remplaee et irmuie !es precedents accords ayant le mime objef. 
intervenus le 6 aout 1991 entre les parties. 


ait 1 


fait i 

Le 1J novembre 1991 


En deux exemplairet 
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ANNEXE 

an conlrat de cession i terme d'actions ^ ~ 
conclu entre ia MAAf, la NlAAf VIE tt AJLTUS FINANCE?"'! 

I« 15 novembre 1991 : rv 


Ci-iprcs figure ie ealendrier i jour dcs Jcboure de b socicid MAAF VIE pour Is constitution 
« le fonctionncmcm de NCLH : 


Monism en S 

Taux dc change firing 

Date valcur 


J - : 

J 

6 000 000 

3,4765 

5 fevrier 1992 


C a pjiemcno ont tool ct< realises par I’imermiduirc d« SBT BATIF pour le compte de 
MAAF VIE. CU scrum pro cn compte de man iire acruariellc dans le cxlcul du prix de 
cession de* anions erore le Croupe MAAF et le Croupe ALTUS. 

Fsir i Paris, le 'i- 

cn deux cxemptxire* orifinaux 



et U MAAF VIE 
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MEMORANDUM OF AGREEMENT 


BY AND BETWEEN THE UNDERSIGNED: 

Mutuelle Assurance Artisanale de France (MAAFO, a mutual insurance company with 
variable contributions, registered under business (SIRET) number 78 1 .423.280.000. 10, 
having its principle office in Chaban de Chauray, 79036 Niort. 

Represented by Mr. Jean-Claude Seys, its Chief Executive Officer. 

And any subsidiary in which MAAF has a stake of over 67% and which it may 
unilaterally designate to replace it, including MAAF Vie, a 99% owned subsidiary of 
MAAF 

Mutuelle Assurance Artisanale de France Vie, a French corporation with stated capital of 
400,000,000 francs, registered in the Niort Trade and Company Registry under number 
B-337.804,819, having its principle office at Chaban de Chauray, 79036 Niort, 

Represented by Mr. Jean-Claude Seys, 

Hereafter referred to as “the Transferer." 


AND: 


PARTY OF THE FIRST PART, 


Altus Finance, a French corporation with stated capital of 4,408, 108,800 francs, having 
its principle office at 34/36 avenue de Friedland, Paris (75008), registered in the Paris 
Trade and Company Registry under number B-772,049,871, 

Represented by Mr. Jean-Francois Hetiin, its Chief Executive Officer. 

Hereafter referred to as “the Transferee.” 


PARTY OF THE SECOND PART. 
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PREAMBLE 


New California Life Holdings, Inc. (hereafter “NCLH") is a holding company that was 
incorporated in order to wholly own Aurora National Life Assurance Company (hereafter 
“Aurora”), which company is to he a party to the takeover of Executive Life, a California 
insurance company in liquidation. 

The Transferer intends to proceed with the purchase of 250 (two hundred fifty) shares of NCLH 
(hereafter referred to as “the Shares”), each having a par value of 100.000 Cone hundred 
t housand) dollars, representing 25% of the capital of the said company, for a price of 
$25,000,000 U.S. (twenty five million U.S. dollars), as recorded in the accounting records of the 
Transferer or any subsidiary replacing it for said purchase (hereafter “the Price”). 

The present agreement is being made subject to the condition precedent that the Transferer has 
purchased the Shares or subscribed to NCLH’s capital increase, after obtaining authorization 
from the California courts. 

As the Transferee wishes to acquire said Shares, the paities have agreed as follows: 

ARTICLE 1- PURPOSE 

Tire Transferer hereby sells to the Transferee, which accepts, all of the shares it holds in NCLH, 
which is 250 (two hundred fifty) Shares, with a par value of 100,000 (one hundred thousand) 

U.S. dollars, all fully paid up, for a total price calculated in the manner defined in Article 3 
below, payable on the day of transfer of title which shall take place on September 3 1 , 1994 at 
the earliest and December 31, 1994 at the latest. 

Altus hereby agrees to abstain, while awaiting the final implementation of the transaction, from 
negotiating with any and ail third parties, or with the U S. public authorities, any resolution 
whose purpose or effect would be to compel MAAF or its substitutes to hold the NCLH stock for 
a period extending beyond the termination date indicated in Article 6 of the present agreement. 

if U.S. regulations prohibit Altus Finance fan holding an interest in NCLH. then Altus shall 
re serve the right to propose to the Transferer a substituted Transferee subject to approval by the 
Transferer, who shall not unreasonably withhold this approval. 

Exercise of the said substitution option shall be communicated to the Transferer in a registered 
letter with return receipt requested, or in a letter delivered hv hand, no later than 6 (six) rnopths 
prior to the specified date for completion of the present transfer. 

The Transferee hereby undertakes, upon giving the notification of the exercise of the said 
s ubstitution option, to communicate to the Transferer all of the information needed in order for 
the solvency of the substituted transferee to be verified. 
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ARTICLE 2 - TERMS AND CONDITIONS 

The transfer of the Shares shall be completed by payment of the price set in Article 3 below, in 
cash, in exchange for the corresponding share transfer forms. 

2.1 Rights attached to Transferred Shares 

Full title to the Shares shall be transferred on the date of actual payment of the price, with 
dividend rights from such date. The Shares shall not be encumbered by any commitment, 
pledge or security interest of any kind whatsoever. 

Only the Transferee shall be entitled to receive any benefits or revenues generated by the 
Shares that are paid out after the transfer, pro rata its ownership of the Shares over the 
fiscal year in which the transfer took place. 

2.2 Capital increases, distribution of bonus shares 

In the event of any allocation of bonus shares, exchanges or reverse stock splits (mergers, 
split-ups, partial contributions of assets, contributions in kind of Shares, or changes in 
their par value) occur between the date of the forward sale and the date of completion of 
tile Share transfer, the Shares concerned by this agreement (including any remaining 
shares, as well as those that have been allocated or delivered in exchange) shall be 
acquired for the same total price fixed in Article 3. 

In the event of an capital increase in cash or the issuance of convertible bonds by NCLH, 
and if the Transferer does not v. ish to exercise its preemptive rights, the Transferee shall 
have a right of first refusal ovei the Transferer’s subscription right. 

Should it decide to purchase said subscription rights, the net equivalent value of then- 
price shall be charged against the price of the Shares concerned by this agreement, as 
fixed in Article 3, provided ho vever that the price shall not fall below the USD Price 
indicated in the Transferer’s a counting records, less the cost price of the purchased 
subscription rights as recorder in the Transferee’s books. 

The cost price of the subscription rights shall be calculated in accordance with the 
directive of September 19, 1978, as published in the France’s Official Tax Journal 
(BODGfiunder reference 5-G-7-78. 

2.3 Authorization 

If necessary, the Transferee shall arrange for the Board of Directors of NCLH to 
authorize the planned transfer of the Shares without any delay or obstruction 
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ARTICLE 3 -PRICE 

The Shares shall be transferred in exchange for the payment in cash of the price recorded in the 
Transferer’s accounting records for the purchase of die Shares or the subscription to the NCLH 
capital increase, determined as the product of the value of the NCLH shares in U.S. dollars, 
multiplied by the US dollar exchange rate at the Paris-ftxing session on the day of the purchase, 
with the US dollars purchased by MAAF at that price, through the intermediary of the 
Transferee, increased as of the date of the purchase or subscription by the Transferer by a 
percentage equal to the PIC rate plus 3% per annum (on the basis of a 360-day year), capitalized 
once a year, from which amount the aggregate dividend net of withholding tax collected by die 
Transferer for the Shares until the date of transfer shall be deducted each year. 

In the event of any change in applicable laws on the taxation of dividends, the parties shall 
consult each other with a view to defining a new formula which complies with the spirit of this 
agreement. 

All tax, duties and standard costs the Transferer may be required to pay in connection with 
performance of this agreement, except for corporate income tax or any withholding tax levied in 
its place, shall be added to the sale price as fixed above. 

ARTICLE 4 - TERMS OF COMPLETION 

The Transferer shall inform the Transferee, by registered mail with return receipt requested, sent 
at least fifteen (15) days in advance and during the period fixed in Article 1 above, that it wishes 
the Transferee to arrange for the transfer of title to the Shares, in exchange for payment of the 
price fixed in Article 3 above. 

Should the Transferer fail to ask the Transferee to arrange for the transfer of title to the Shares by 
December 15, 1994, die Transferee shall inform the Transferer, by registered mail with return 
receipt requested, that it should arrange for the transfer of title to the Shares in exchange for 
payment of the price fixed in Article 3 above, doing so no later than December 31, 1994. 

If, as a result of any new regulation or a decision issued by the U.S., European, or French 
authorities, the Transferer is unable to keep the NCLH Shares, or if, as a result of said 
regulations, the cost of keeping the Shares would be excessive for the Transferer, it shall be 
entitled to propose a replacement, subject to prior approval by the Transferee which may only be 
withheld for a serious and lawful reason. 

If a replacement cannot be appointed, the Transferer shall be entitled to sell the Shares it owns, 
prior to the date fixed in Article 1 above at the sale price fixed in Article 3 above. 

ARTICLE 5 - LOSS OF VALUE OF NCLH SECURITIES 
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Should the value of the NCLH securities depreciate, Irrespective of the reason therefor and 
including in the event of its reorganization, court-ordered liquidation, merger, split-up, or the 
partial contribution of assets, the Transferee shall not be entitled to raise any objection or claim 
any indemnities in connection with the transfer of the Shares by the Transferer. 

ARTICLE 6 - PENALTY CLAUSE 

In addition, the Transferee irrevocably undertakes to pay the Transferer or any subsidiary 
substituted for it to purchase or keep the Shares, the penalty fixed below as damages if transfer of 
title to the Shares cannot be completed, namely because of NCLH’s insolvency, dissolution, 
reorganization or court-ordered liquidation or as a result of any new regulation or decision issued 
by the US, European or French authorities. 

The amount of the penalty shall correspond to the Price of the Shares, as stated in the accounting 
records of the Transferer or the subsidiary substituted by it for the purposes of the purchase, plus 
interest calculated at the PIC rate plus 3 points (on the basis of a 360-day year), from the date on 
which the sale price for the Shares falls due. 

In the event that the Transferee is required to pay said penalty to the Transferer or one of its 
substituted subsidiaries, payment shall be made in francs after converting the Price in US dollars 
stated in the accounting records of the Transferer or its substituted subsidiary at the Paris fixing 
rate on the date the Transferer acquires the Shares. 

ARTICLE 7 - REGISTRATION 

The Transferee shall pay all registration fees and taxes that may be due as a result of this 
instrument, if any. 

ARTICLE 8 - CONFIDENTIALITY 

Tire undersigned expressly undertake to refrain from disclosing this agreement to any and all 
third parties except for the authorities responsible for registration and their advisors, or other 
than in order to compel the other party to perform its undertakings if it has refused to do so. 

Save for the exceptions listed above, any party which discloses this agreement or makes 
disclosure necessary shall bear all the consequences of said disclosure, of any kind whatsoever. 
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ARTICLE 9 - ARBITRATION 


The parties agree to try and find an amicable solution to any problem that may arise in 
connection with this agreement or its performance. 

They also agree to refer to an arbitral tribunal any dispute whatsoever that cannot be amicably 
settled and which may arise concerning the validity, construction, or performance of this 
agreement. 

The sending of Dotice by the first party, or of the response referred to in Article 2 above shall be 
deemed to constitute an arbitration agreement, in accordance with this article 

The Board shall be formed in the following manner: 

1. The party wishing to refer a matter to arbitration (Le. the first party) shall give notice to 
the other party (ie. the second party) by registered mail with return receipt requested, 
stating the object of the dispute and its wish to refer the matter to a sole Arbitrator or to a 
panel of three Arbitrators, in which case the first party shall disclose the identity of the 
arbitrator it has appointed 

2. Thd second party shall reply, in a letter sent by registered mail, return receipt requested, 
either agreeing to the first party’s proposal to refer the matter to a sole arbitrator or 
disclosing the identity of the second arbitrator it has appointed. 

3. Should the second party fail to reply within fifteen days of the date on which the first 
party’s letter is tendered for delivery, or should the parties be unable to agree on the 
identity of a sole arbitrator within fifteen days of the date on which the second party’s 
letter is tendered for delivery, or should the two appointed arbitrators fail to agree on the 
identity of the third arbitrator within fifteen days of their appointment, the first party to 
act may request the appointment of a sole arbitrator, the second or third arbitrator, as the 
case may be, by means of an order by the Chief Judge of the Paris Commercial Court 
(Tribunal de commerce), ruling in emergent proceedings. 

The arbitration agreement shall be drafted and signed no later than thirty (30) days after the 
appointment of the third arbitrator. Failing this, the provisions of the New Code of Civil 
Procedure for Arbitration shall be applied. 

The place of arbitration shall be Paris. The arbitrators shall make an award at first instance, 
against which no appeal shall lie. The tribunal shall rule as amiable compositeurs, and shall not 
be required to comply with the rules of French law. 

The Arbitrators shall allocate the arbitration costs (Arbitrators’ fees, legal costs and fees, and the 
costs of expert testimony) between the parties as they see fit. 


ARTICLE 10 - ELECTION OF DOMICILE 
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For performance hereof and of all matters or issues related hereto, the parties elect domicile at 
their principal offices as indicated above. 

ARTICLE 11 - NOVATION 

This agreement cancels and supercedes all earlier agreements on the same subject that were 
signed by the parties on August .6, 1991. 

Done in (Paris) 

The ( 15* of November 1991) 

In three original copies. 

Signatures: 

(Jean-Claude Seys) 

(Jean-Francois Henin) 
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ENT RE LES SOUSSIGNEES : 


La $oci4td MutucHe Assurance Artlsauale de France (M A*AJF4» socidt* d'aotirancc 
mutucllc k cessations variables, imrnatriculde par le numdro 
SIRHT 781 423 280 000, 10, done Ic siige social est I Chaban de Chauray, 
79036 Nion 

Rcprdsentie par Monsieur Jcan-Claude SEYS, son Dtrcctcur gdniral 

Et toutc aufc; soeiitd, filialc dc la M.A.A.F. i plus de 67 % qu'ellcs pourronl 
librcmcnt se substitute ct noiamment la MA-A.F.-VIE, filialc i 99 % dc la MAA.F. 


La socidid M.A.A.F Vie, soeidrd anonyme au capital dc 400 000 000 francs, 
immairiculdc au Regis tie du Commerce ct dcs Socidtds de Niort sous le nuxniro 
B 337 804 819, dont Ic siege social est k Chaban dc Chaursy, 79036 Ntori 

Repr<iscnt£c pox Monsieur Jcan-Claudc SEYS 

Ci-apris denommdes Te Cedant" 

D*UNE PART, 


CONFIDENTIAL SUBJECT TO 
PROTECTIVE ORDER 

La sociitd ALTU5 FINANCE, socicif anonyme au capital dc 4 408 IQS 800 francs, 
dont le sifcgc social est 34/36 avenue dc Fricdland, 75008 Paris, imraatriculfie au 
Rcgistrc du Commerce ct dcs SoeWnis dc Paris sous le numdro B 722 049 871 


Rcpr&cmdc par Monsieur Jean-Fran^ois Hl-NIN, son Dircctcur gdndral 


Ci-apris ddnommec Me Ccssionnairc" 


D* AUTRE PART. 
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EXPOSfi 


la sociitf New California life Holdings Inc. (ci-aptis "N.C.I.H.") est unc sodftd holding 
constitude pour itre ictionnaire i 100 % dc la socidtd Aurora National life Assurance 
Company (ci-apris "Aurora") devant participer au plan de reprise de Executive Life, sotidtd 
rfassurance de i'Erat dc Califomie, en liquidation. 

Lc Cedant emend procfdcr a 1'acqulsition dc t actions dc 

N.C.LH. chaeune rfun mnr.tjm nominal dc/*».we f Cu*t. !*•-'*- ) Doltirs US 

(ci-aprds "les Actions") rcprdsentant 23 % du capital dc cettc soeidtd, pour un prir de 
25 000 000 (vingt cinq millions) de Dollars US ainsi qu'H Ggure dans la livics comprebtes 
du Cddant nu de sa Stialc substitude pour cettc acquisition (ci-apris *te Fra"). 

lc Present accord est conciu sous la condition suspensive que le Cddant ait achetd les Actions 
ou souscrit a I'augmeniation de capital de N.C.LH. a la suite de I'obtention de Cauterisation 
des Autorites judiciaires califomicnncs. 


lc Ccssioiutairc soultaitant acqudtir ces Actions, Its panics sont convenues de ce qui suit 1 


ARTICLE l - OBJCT 


CONFIDENTIAL SUBJECT TO 
PROTECTIVE ORDER 


Lc Cfdant s'engage i cider, par les presenter, au Ccssionnairc, qui s’cngnge i acqufirir, la 
totaJitd dcs Actions qu'i! ddtient dans ta $ocj(i6 N.CLH., soil kjV, 

) Action* dc (n.*o+* . ( ) Dollars US dc nominal cbacune, LJ * 

entiirement UWrecs, pour un pri.x total calcuic ainsi qull est d6fini & Particle 3 dcs prfsentes, v ,r 
payable au jour du transfect dc propriety qui interviendra au plus tdt lc 30 septembre 1994 et 
au plus laid lc 31 d&cmbrc 1&4. — 

Aims s’interdit, cn 1’aticnte de la realisation definitive dc I’opdration, dc ndgocler avee tout 
tiers ainsi qu'avcc les autortt&s publiques atndrlcaincs toute solution qui aurait pour objet ou 
pour effet d'ohlfgcr la M.A-AJP. ou scs substitute i ddtenir les litres dc N.C.L.H. pour one 
durdc cxcddaiU la date dc dtfnoucmcrn privuc i I’arciclc 6 dcs prisentes. 

Au cas ou la rf glcmcuta tion amteic ainc interdini t A Alms F inance d c dltcnir unc participa tion 
dans KCLH.. Altus sc" 7?sctv c l a possi6 ifi~?f~ dc propo ser au C ed ant un eexsionnair e dc _ 
suSstfiufion jjui de vra 4trc agr&E pa r lc Cedant. cclui-c i Vintcrdisaffl dc s* oppo$cr \ Pagrlmcnt 
sans mot if ra isonnable . 

L'exercice dc cettc faculty dt substitution sen notifid au Cddant par lcttrc rccomn anddc av ee 
avis dc recepti on ou paTlc urc remise en mams propr eT au plus tard 6 JsZx) mots avant ta "3atc _ 
pidvuc pour lc denouemen t de la prteeme cession. ’ 

Lc Ccssion naire s*tngag c, ion de la notificatio n dc I'cx crcicc dc laditc fac ultd dc su bs titucr, 
a communiqqer'an C23ant (‘ensemble dcs dlimcws permcttaofBe vZnfier la solvability du 
ccss lonnafic sufistttujL 


*> 
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ARTICLE 2 - CONDITIONS 


La realisation de U cession des Actions sc fcia par paiement comptanr du prix stipuli 4 
farticlc 3 centre remise dcs ordres de mouvements de titles correspondents. 


2.1 Droits attaches aux Actions eddies 

Les Actions scrom eddies 4 la date du versement cffectif du prix jouissaace courante, 
en pic joe propridtd, litres de tout engagement, nantissement ou droit (del quelconque. 

Le Cessionnaire a seul vocation i I'encai&ctuegt dc tous fruits ou produits relatifs «ux 
Actions mis en paiement postdrieuremenr k la cession ct au prorata temporis de la 
propridte dcs Actions par celui-ci pour i’exctdcc au count duquet a lieu la cession. 


23. ’ Augmentation dc capital ct distribution d'actions gratuites 

Au cas ou des operations ^attribution d’actions 4 litre gratuit, tfdchangc ou de 
. regtoupcr.icnt d'actions (fusion, scission, apport particl, apport en nature des Actions 
ou changcmeot de Icux valour nominate) auraieni dtc rdaJisdcs entre U date de ia ventc 
a terme ct U date de realisation dc la cession des Actions, les Actions objet du present 
contrat, ivcntucllcment subsistantes ainsi que ccllcs attributes ou remises en tehangc, 
Scraient acquises pour tc mdme prix global ainsi qu'il est ddtermind 4 [’article 3. 

En cas ^augmentation dc capital en numeraire ou Admission d'obligadons 
convertibles dc la socidtd N.C.LH. ct si le Cddant nc souhaite pas exercer son 
droit prdfdrcnticl dc sousertption, le Cessionnaire dispose d’un droit dc priority 
4 Vachat du dmit preKrenricl dc souscription du Cddant. 

En cas de cession dc'ccs droits dc souscriptton, la contrcvaleur nette dc leur 
prix s'imputcraU sur le prix dc cession dcs Actions, objet dcs prdsentes, tel que 
ddfjni 4 {’article 3, sans que ce prix puissc devenir wterieur de cc (ait au Prix 
figurant cn Dollars US dsns les livres comptablcs du Cddant, diminud du prix 
dc review comp table chez 1c Cessionnaire dcs droits dc souscription eddds. 

Lc prix dc rcvicni dcs droits dc souscription scrait calculi ermformdraent 4 
{'instruction du li> septembre 197b publicc au B.O.D.G.l. sous la reference 5- 
G-7-78. 

13 Agriment 

Le Cesslonrwire fera son affaire dc l’2gr4mc»t 4 donner, le cas dchdant, par lc Conseii 
<T Administration dc la socidte N.C.L-H. 4 la cession dcs Actions 4 imervenir, sans 
ddlai cl difficult. 
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ARTICLE 3 - PRIX 


Li cession aura lieu eftntre paiement cnmpuurt du prix figurant dam les Uvres coraptablcs du 
Cilia »t poor ('acquisition dcs Aaions ou U souscriptiou a {'augmentation dc capital dc 
N.C.I.H., fix i comroc |c produit dc la vaicur dcs Actions N.ClTk. cn Dollars US, par le 
count du Dollar US du fixing ft Paris Ic jour des achats, les Dollars US ayant ixi acheids & 
ce prix par la M.A.A.F., par !'tntcrm€dwrc du Cesrionnalrc, majord, ft compter du jour de 
{'acquisition ou dc la souscription par !e Cddan:, (Tun pouiccnttge igal au taux P 1 C ♦ 3 % 
Tan (sur base 360 jours), capitalist annuellcment et dimimid, cheque arnvfe, dcs di'Sdefldes 
nets de tetenue a la source encaissis par le Cedant sur les Actions cn question jusqu'ft kur 
cession. 

£n os de modification dc la legislation en vigucur concernant le regime dc taxation des 
dividends, les deux panics se rapprochcront pour trouver une fonnulc correspondani ft Tesprit 
du present accord. 

Au prix de cession ainsi determine s'ajouteront dgalemenr tous Its impOts, taxes ct firais usucls 
que le Cedant pourrait avoir ft payer lots dc ('execution du present engagement, ft 1’excepdon 
dc HmpOt sur les $eci£t6$ Ou des retenues cn tenant lieu. 


ARTICLE 4 - CONDITIONS DE DENOUEMENT 


Le Cedant avert ira le Ccssionnairc, par lettre iccomman&c svec accuse de reception adressde 
au moins IS (quinze) jours ft Tavancc ct pendant la pdriodc stipuldc ft {'article 1 des priicntts, 
qu'il dcinandc au Ce&sionnaire dc procedcr au rransfert de propri£td dcs Actions moycunant 
le paiement du prix stipule ft ['article 3 dcs presences. 

A detaut de demande de realisation du transfect dc proprietd dcs Actions, adressee par le 
Cedant au Ccssiomwire avani !c 15 dcccmbrc 1994, le Cessicnnaire informers le Cedant, par 
lettre rccoromanddc avee accuse dc reception, que cclui-ci doit proceder au transfer! de 
proprietd des Aaions comrc paiement du prix dc cession stipule ft Particle 3 dcs prescutes au 
plus tard te 31 ddeembre 1994. 

Au cas ou une rdglcmentarion nouvcllc ou une decision tfune autorite publique amdricainc, 
curopeenne ou fhutgaisc mettait le Cidam dam fitnpossibilitd dc conscrvcr les Actions de la 
societi N.C.L.H., ou si du fait de cctte rdgkmcnlution le cout dc leur conservation devtnait 
anormakmeni ondreux pour lc Cddant, cc!ui-ci scraH autorise ft se substitucr un tiers qul 
devpit recevoir I'agrtimcnt prdalablc du Cessionnairc qui nc pourra s*y opposcr que pour unc 
raison grave ct legitime. 


Si k designation de cc tiers sub«itu£ dtaic impossible, le Cedant pourra edder les Aaions qu'tt 
ddiicnt, avani le tenne prdvu ft Particle 1 dcs prdsemes, au prix de cession stipule ft 1’aiticle 3 

dcs CONFIDENTIAL SUBJECT TO 

PRomiv: OHDiR 

ARTICLES - P'ERTE DE VAI-EL'K DES TO'KES DE N.C.I-H. 
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Dan* rhypothfcw ou, quelle qu'en soit la cause ct notamment cn cos de rcdtesxcroent ou 
liquidation jwlicntK, fusion, scission ou apport particl d'actif, la valcur des Hires dc la 
socictd N.C.LH. sc deprdcicTalt, U realisation dc la cession dcs Actions par le-Gidanr 
n'ouvrira aucun droit a contestation nu indemnisation au profit du CcsstQtinatrc. 


ARTICLE 6 - CLAUSE PENAI.E 


Le Oesstourraire s'cngnge, cn outre, indvoeablcmenr, a payer, a litre dc dommages ct intdrits, 
au Cedant ou a route filialc que cclui-ci se sen subsritud pour facquisitiofi ou la conservation 
dcs Actions, le montanr de la clause pdnale ddtermind ci-apris, pour it ens ou le transfers de 
propriety dcs Actions nc pourrait pas ctrc realise ct noumment ddconfltu re, dissolution ou 
raise cn redressement ou cn liquidation judieiaire dc la socidtd N.CL.H. ou par I’cffct (Tune 
rdglementation nouvcllc ou d'une decision d*unc Autoritd publique amdricaine, europdenno ou 
ftanqmsc. 

Le montant de la clause pdnale sera dgai au Prix dcs Actions figurant dans les Uvres 
comptablcs du Cedant ou dc sa filialc substitute aux fins dc cede acquisition, majors <fun 
ratcrct dent le taux est-P i C O points (sur base 360 jours) « comraen^ant * courir 4 
compter du jour ou !c prix dc la cession dcs Actions cst exigible. 

Dans I'hypothisc ou cetlc clause penale devan dtre payde par le Ccssiomwire au Cddant ou 
% Pune dc ses filiates substitutes, le paicncur sera cffcctuc cn francs, aprfcs conversion du Prix 
en Dollars US figurant dans les llvces comptablcs du Cddant ou dc sa filialc substitute, 
dapris son cours au fixing de Paris le jour dc {’acquisition dcs Actions par le Cddant. 


ARTICLE 7 - ENRECI5TREMENT 


Le Cessionnairc fera son affaire dcs different* droits ct frais qui, le ca< dchdant, pourraient 
etre dus com me coasdqucnccs du present actc. 


ARTICLE S - CONFIDENTIALITY 


Lex soussigndcs s'imcrdiscnt express Jment dc divulgttcr les prdsemes a tous tiers, tux sculcs 
exceptions dc 1' Administration dc 1‘Enregistrcmcm, leurs conscils ou sauf cn vue dc 
contiaindre I’aurre panic a cxccutcr ses engagements cn raison de son refus de le faire. 

Honnis Pcxccptlon visdc ci-dcssus, la partic aui aurait divulged ou rendu ndccssaire ettte 
divulgation cn supporicra sculc Pcnscmble dcs consequences dc touic nature qui pourndt cn 

rtsultcr. CONFIDENTIAL SUBJECT TO 

PROT-CTi/i OHDJ? 

ART 039- 000659 
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ARTICLE 9 - ARBITRAGE 


Les panics convicnflciu dc s*cfforecr dc rdgjer 4 I'nmiahic !ou$ les probtciues qui pourraicnt 
survcnir conccmam Ic prCscm protocolc ou son application. 

Eilcs convienncnt dgaiement de soumettre 3 un Tribunal arbitral tous les tiiigcs sans exception 
qui oc serMent pas rdglds ainsi ct qui pourratem naitre dc la validitC, dc Pi&tcrptdtatioB ou de 
PcxdcuUon du prise nt accord. 

L’envoi, par U premiere partic, dc la notification ou J’envoi, par U deuxiirac partie, de la 
reponsc prlvue cn 2 vaudr* compromis dans les termes de la pr&cnte clause. 

Le Tribunal sera constituc dc la faqor. suivaatc ; 

1. la partie dcsirant rccourir 4 ^arbitrage (la prcrr.iire partie) adresse 4 I'auire partie (la 
dcuxiitr.c partie) unc notification par lettre recommandde avee accusd de reception 
indlquant I'ohjct du differend cr son disic de rccourir, soil a un Arbitre unique, soil 4 

1 uois Arbitres ct. dans cc cas, la premtire panic indique le nom de cclui dcs Ariritres 
qu’cile a chnisi ; 

2. la deuxieme partic repond par lettre rccurr.msndcc avee accusi dc reception, sort en 
acceptant le recount a un Arbirre unique proposd par la prcmiirc partic, soil en 
indiquanr Ic nom dc cclui dcs trois A/bilres qu'cllc choisit ; 


3. fautc par la deuxieme partie tTavoir repondu quituc (15) jours aprfcs la date de la 
presentation dc la lettre dc la prcmiirc partic ou route par les deux parties de s'fitre 
emcnctucs sur le nom d*un Arbitre unique dans les quinxc (15) jours de la presentation 
dc la lettre dc la deuxiime panic ou fautc par les deux Arbitres choisis de s'entendre 
dans les quinze (15) jours dc leur ddsignarion sur le nom du troisiime Arbitre, la 
panic diligcntc pourra sollicitcr la ddsignaiion dc l* Arbitre unique, du deuxiime ou 
troisiime Arbitre, scion le cas, pur ordonnancc dc Monsieur le President du Tribunal 
dc Commerce de Paris, statuani en tifiti. 

Le compromis devra ctrc r4d»g£ ct siend au plus lard datts le ddlai dc tiente (30) jours dc la 
designation du troisiime Arbitre ; i ddfaut, il sera fait application dcs dispositions du 
Nouveau Code dc Procedure Civile sur rArbitrage. 

Le Tribunal sic gem 4 Paris ct stntucra, en premier ct dernier icsson, cn amiable compositeur 
sans due tenu ^observer les riglcs dc droit fmnqais. 

Les Arbitres devront rd panic les frais d*arl>Uragc (hor.oraircs dcs Arbitres, frais et hounralres 
dcs conseils dcs parties ct fraw tTcxpcriisc) emre les parties. 


article io - Election de domicile 
& •> ' 


CONFIDENTIAL SUBJECT TO 
PROTECTIVE ORDER 
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Pour I'exdcutioo dcs prdscntcs ci de leurs suites, les panics font ilection tie domicile ea leuts 
sieges soeiaux sus-indiquds. 


ARTICLE 11 - NOVATION 


La presente convention reaplace et amide les prfeidents accords ayam le metne objet, 
mtervenus ie 6 aoOt 1S91 eotre les panics. 


Fait i VSc-Vt-v- 

Le A \ U-O vcciaXu. 

Eli trois e.xempiaires originaux. 


l C \ ®\ ) 
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(Illegible] 


CALL OPTION 


BETWEEN THE UNDERSIGNED 
- OMNIUM GENEVE S.A. 

A Swiss corporation with a capital 0120,750,000 Swiss francs, whose headquarters are located at 1 
Place des Bergues, 1201 Geneva, Switzerland, represented by Mr. Herve Bubois, Chairman of the 
Board of Directors 

hereafter referred to as “OMNIUM" (promissor) 
PARTY OF THE FIRST PART 


AND 

- ALTUS FINANCE 

A French corporation with a capital of 4,408,109,300 French francs, whose headquarters are located at 
34/36 avenue de Fricdland, 75008 Paris, France, listed in the Businesses and Corporations Register of 
Paris under number B 772 049 871, 

Represented by Mr. Yves Chassagne, Executive Vice President, declaring himself to be empowered to 
execute this document, 


Hereafter designated “ALTUS” 

PARTY OF THE SECOND PART 

(Handwritten notes: right of Altus to acquire the shares at any time following the acquisition by Omnium, 
at a premium of S450K over and above the value of the shares; + payment of S750K. analyzed as the 
option premium, to which Omnium would remain entitled in the event that Altus proves unqualified to 
purchase] 
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WHEREAS: 

The corporation NEW CALIFORNIA LIFE HOLDINGS INC (hereafter “NCLH”), is an American 
holding company organized to be the shareholder of 100% of the American corporation AURORA 
NATIONAL LIFE ASSURANCE COMPANY (hereafter “AURORA”), participating in the rehabilitation 
plan of EXECUTIVE LIFE, a California insurance company in liquidation. 

OMNIUM must, in the coming weeks and no later than December 31, 1992, carry out the acquisition by 
subscription from NCLH of 150 (one hundred fifty) shares of NCLH, each having a par value of 100,000 
(one hundred thousand) U.S. dollars (hereafter “the Shares”), representing 15% of the capital of NCLH on 
the date of said acquisition. [15M$] 

Parallel to the acquisition of the Shares, OMNIUM is a signatory to an NCLH Shareholders’ Agreement, 
restricting the free negotiability of the Shares for a period of five years. 

However, ALTUS wishes to have an option to purchase the totality of the Shares, exercisable in the year 
following their acquisition by OMNIUM. 

IN CONSEQUENCE OF WHICH. THE PARTIES AGREE TO THE FOLLOWING: 

ARTICLE 1 

OMNIUM irrevocably promises to sell, at the prices and conditions and by the methods hereafter 
stipulated, to ALTUS or its designee, the Shares of NCLH which OMNIUM is to acquire, and ALTUS 
accepts said promise as a simple promise. 

In die event that ALTUS shall designate for the purpose of acquiring the Shares, any other moral or 
physical person of its choice, ALTUS would remain jointly responsible for the entire execution of this 
agreement. 

If for any reason OMNIUM has not acquired the Shares by December 31. 1992 at the latest, the present 
agreement shall automatically be null and void, without indemnity of wither party. [Null and void] 

ARTICLE 2 

2.1- Pursuant to a Shareholders’ Agreement entitled “Agreement restricting transfer of shares” - the 
text of which appears in Annex 1 - binding Omnium to NCLH, it is stipulated that: 

(a) The Shares are not transferable except with the prior written consent of the INSURANCE 
COMMISSIONER OF THE STATE OF CALIFORNIA (hereafter the “Commissioner”) 

(b) The acquirer of the Shares must, in advance of the transfer of the Shares, ratify without 
reservation the aforementioned Shareholders’ Agreement. 

ALTUS expressly declares that it has full knowledge of the terms of the Shareholders’ Agreement and 
that it accepts said terms without reservation. 

ALTUS declares in addition that it will personally undertake, in the event of the exercise of the 
option granted to.it by OMNIUM, to obtain the prior consent of the Commissioner as described in (a), 
above. 
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In consequence, in the event that ALTUS does not obtain said consent, this agreement shall be 
automatically null and void without indemnity, and OMNIUM shall remain entitled to the entire option 
premium referred to in Article 4 below, 

2.2. ALTUS undertakes to obtain ah statutory and other authorizations that may be required to 
complete the transfer of the Shares in its favor, it being expressly agreed that ALTUS shall in no 
case nor for any reason be entitled to invoke against OMNIUM the failure to obtain any such 
authorization in order to defer the payment of the acquisition price of the Shares. 

2.3. ALTUS shall assume all costs, charges and taxes o? any kind to which this agreement and the 
forward transfer of Shares are subject, for any reason. 

The rights and obligations of the parties hereto shall apply to their successors, transferees and 
entitled parties. 

ARTICLE 3 

The option may be exercised at any time, beginning upon the acquisition by OMNIUM of the Shares, 
until November 30, 1993 at 6:00 p.m. (Paris time). 

During this period, ALTUS may at any time exercise the option herewith granted it, by informing 
OMNIUM of its intention by any means ALTUS chooses. 

After the expiration of this period, and in the absence of a new agreement between the parties, ALTUS 
shall no longer be entitled to exercise the purchase option granted to it. 

During the term of this agreement, OMNIUM undertakes not to sell the Shares in whole or in part, 
without prior written consent from ALTUS. 

ARTICLE 4 

In consideration for the call option granted to it by this agreement, ALTUS is paying to OMNIUM today 
an option premium in the amount of 750,000 U.S. dollars (seven hundred fifty thousand U.S. dollars). 

ALTUS expressly accepts that this option premium is and shall remain indefinitely vested, in its entirety, 
in OMNIUM under all circumstances. 

ARTICLE 5 

The transfer, if it occurs, shall be executed based on an aggregate value of 15,450,000 U.S. dollars 
{$!5M+$450Kj (fifteen million four hundred fifty thousand U-S. dollars), to which shall be added interest 
at an annual rate of 12 month LIBOR plus 0.60%, capitalized annually and accruing from the date hereof 
until the date on which the Shares are transferred to ALTUS. 

From this amount shall be deducted the option premium fixed in Article 4 above. 

The total, calculated in this manner, shall be the transfer price of the Shares. 
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In addition, this transfer price having been determined, ALTUS shall reimburse OMNIUM for ah taxes or 
charges which OMNIUM may be required to pay during the term of this agreement as a result of its status 
as a shareholder in NCLH, and, in particular, all taxes which OMNIUM may be required to pay in the 
United States as well as the stamp duty payable in Switzerland. 

This aggregate transfer price shall be paid in cash within eight days after the consent of the Commissioner 
is obtained, as described in Article 2.1 above, against delivery of a transfer deed for the Shares in favor of 
the acquirer. The Shares will be transferred with immediate possession rights. 

ARTICLE 6 

In the event of a merger of NCLH by way of absorption by another company, or in the event of other 
structural modifications during the term of this agreement, this agreement shall apply to the shares of the 
surviving company or of the new company or companies, which were delivered to OMNIUM in exchange 
for the Shares, without any change to the transfer price agreed to above, which shall apply regardless of 
the number and value of the securities then held by OMNIUM. The same shall apply in the event of a 
transformation of NCLH into any other entity. The same principle shall apply in the event of a reduction 
in NCLH’s capital, regardless of the number of securities which OMNIUM may still hold. 

In tire event of an increase in NCLH’s capita], by way of an incorporation of reserves, profits, or issue 
premiums or by the issuance of new shares, during the term of this agreement, the bonus shares 
distributed to OMNIUM as holder of the Shares which are therefore the extension of and ancillary to said 
Shares, shall be added to these shares as an integral part of the subject property of this agreement, and 
there shall accordingly be no addition made to tire price agreed upon above. 

OMNIUM is not required to act on a capital increase in the form of cash, but it undertakes in all cases 
during the term of this agreement not to transfer the subscription rights to any physical or moral person 
other than ALTUS. In the event that on the date of the transfer of the Shares to ALTUS. OMNIUM holds 
any rights detached from the Shares, and they are still valid, they must be delivered without charge to 
ALTUS. 

ARTICLE 7 

For the purposes of performance of this agreement, the parties elect domicile at the address indicated 
above. 

They additionally undertake to inform one another immediately of any change of address. 

ARTICLE 8 

The undersigned expressly agree not to disclose this agreement to any third party, except for the 
government agencies and authorities which would have the right to demand such disclosure, their 
counsels, or with the purpose of compelling the other party to perform its obligations on account of its 
refusal to do so. 

in all other cases, the party which would have made the disclosure or made such disclosure necessary 
shall bear the entire consequences, whatever their nature, resulting therewith. 
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ARTICLE 9 


The parties agree to attempt to settle amicably any problems that may arise with respect to this promise or 
its performance. 

They also agree to refer to arbitration any and all disputes, without exception, that would not thus be 
settled, and which may arise with respect to the validity, interpretation, or performance of this promise. 

The sending by the first party of a notice or the sending by the second party of the response mentioned in 
2) herewith shall constitute an agreement to arbitrate pursuant to this section. 

The arbitration court shall be constituted in the following manner: 

1) the party wishing to resort to arbitration (the first party) shall send the other party (the second 
party) a notification by registered letter, return receipt requested, indicating the object of the 
dispute and its desire to submit the dispute to arbitration by either a single arbitrator or three 
arbitrators. In such case, the first party shall indicate the name of the arbitrator it shall have 
designated. 

2) The second party shall reply by registered letter, return receipt requested, either by accepting 
arbitration by a single arbitrator as proposed by the first party, or by indicating the name of the 
arbitrator (among the three arbitrators) that it shall have designated. 

3) In the event that the second party fails to respond within fifteen days after the date the letter of the 
first party was presented to it, or failing agreement between the two parties on the name of a 
single arbitrator within fifteen days of presentation of the letter of the second party, or failing 
agreement between the two arbitrators designated by the parties within fifteen days of their 
designation on the name of the third arbitrator, the most diligent party may request the President 
of the Commercial Court of Paris to appoint the single arbitrator, or the second or tliird arbitrator, 
as the case may be, by order issued in "refere” proceedings. 

The agreement to arbitrate shall be drafted and executed at tire latest within thirty days of the designation 
of the third arbitrator; failing this, the provisions of the New French Code of Civil Proceedings relating to 
arbitration shall apply. 

The arbitration court shall be constituted in Paris and shall render its decision, which shall be final, as an 
"amicable arbitrator,” without any necessity for it to observe the French rules of law. 

The decision shall be rendered within three months of the agreement to arbitrate. The arbitrators may ask 
the parties for any extensions they deem necessary or useful. However, there may not be more than two 
two-month extensions in total. 

The arbitrators shall allocate the costs of arbitration (arbitrators’ fees, expenses and fees of the parties’ 
counsels and experts’ costs) between the parties. 
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Tbe party which, by refusing to perforin the arbitration award, compels the other party to apply to a court 
for enforcement of the award, shall bear all costs, taxes and fees which may result therewith. 

Made in Paris 
On November 19, 1992 
In two originals 


Sisned by: OMNIUM GENEVA 
ALTUS FINANCE 
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PRCWESSE DE VENTE D* ACTIONS 


ENTHE LES SOUSSICNTES 


OMNIUM GENEVE S.A. 

SocidtA de droit suisse au capital de FS 20 750 000, 
done le siege social est 2 Place des Eergues, 1201 GENEVE - SUISSE - 
representee par Monsieur Herve DUBOIS, President du Ccnseil 
d * Adoinis tration. 


Ci-apres dfesigne "0KN2UM- 
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ALTUS FINANCE* 

Socifete Anonyme de droit' francais. au capital de F. ^ *108 109 300. 
dont le siege social est 3^/36 evenue de Friedland. 75008 PARIS - FRANCE - 
inscrite au Registre du Cocaerce et des Societes de PARIS, sous le nuaero 
B 722 0^9 871. 

repr£sent£e par Monsieur Yves CHASSACNE, Directeur Ggndral Adjoint, 
declarant fctre duaent habilite a l’entier effet des presences. 
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IL A ETE PREALABLEMP.T EXPOSE CE OtH SUIT : 

La SociAte HEW -CALIFORNIA LIFE HOLDINGS INC (ci-apres "N.C.L.H.) ess une 
societA bolding de droit aaericain consti tuee pour Acre ectionnaire A 100 ? 
de la SociAtA de droit aaericain AURORA NATIONAL LIFE ASSURANCE COMPANY (ci- 
apres "AURORA") devant participer au plan de reprise de EXECUTIVE LIFE, 
societA d’ assurance de 1'Etac de CALIFORNIE en liquidation. 

OMNIUM doit procAder dans les prochaines seoaines et au plus card le 31 
Deceobre 199? A 1 ’acquisi ticn par souscription aupres de N.C.L.H. de 250 
{cent cinquante) actions de N.C.L.H. chacune d’un eont ant noainal de~~10u.OOQ 
{ cent aille) dollars U.S- (ci-aprAs les Actions") representaht IS X du 
c apital de N.C.L.H. eu •jour df accui sition. gj: 

ParallAleoent a l’acquisition des Actions, OMNIUM est signat&ire d’un pacte 
d’Actionnaires de N.C.L.H. restreignant la libre negociabilitA des Actions 
sur une periode de cinq ans. 

Toutefois, ALTOS a souhaite benAficier d’une option d' achat portant sur la 
totaJ-ite des Actions, exerqable dans 1‘annee suivant leur acquisition par 
OKNJUM. 

EN CONSEQUENCE DE QUO ! , IL A ETE CONVENU CE OUI SUIT : 

ARTICLE 1 


O MNIUM proact i rr&vocabl esent de vendre , aux prix, co nditions et oodalites 
stipules ci-epres. a ALTOS ou a son substituA, laquelle 1'accepte en cant que 
simple prooesse, les Actions de N.C.L.H. qu’elle va acquerir. 

Dans I’hypothese ou ALTOS designerai t pour acquArir les Actions, toute autre 
personne physique ou norale de son choix, elle resterait solidaireoent 
responsable de 2’entiere execution des presences. 

f ... 

Dens le cas ou OMNIUM n’aurait pas acquis les Actions au plus tard le 31 
Deceobre 1992, pour quelque cause que ce soit, la presente proaesse serait 
alors caduque et nulle d’effet de. plein droit, sans indecnite de part ni 
d’autre. 

ARTICLE 2 


2.1. Aiix ternes d'un Pacte . d'Actionnaires denocoA "Agreenent restricting 
transfer of shares" - dont le texte figure a 1 ‘annexe 1 - liant OMNIUM a 
N.C.L.H., il est notaaaent stipulA que : 

a) Les Actions ne sont cessibles qu’avec 1 'accord- prealable Acrit de 
"1 'INSURANCE COMMISSIONNER OF THE STATE OF CALIFORNIA" {ci-apres le 
"Coaoissionner") , 

b) L’acquereur des Actions devra prAalableoent au transfert des Actions 
rati fier sans reserve le Pacte d’Actionnaires susvisA. 


ALTOS dAclare expressAoent avoir parfaite connaissance dudit Pacte 
. d' Actionnaires et en accepter les ter aes sans reserve. 

ALTUS declare en outre faire son affaire personnelle, en cas d'exercice 
de .1 ’option lui Atant conferee par OMNIUM, de 1'obtention de 1‘ accord 
prealable du Coooissionner visA au a) ci-dessus. 
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En consequence, dans le cas ou ALTUS n’obtiendrai t pas cet accord, la 
presente prooesse serai t alors caduque et nulle d'effet de plein droit 

et sans indemnite. la prime d’option visee a I’article $ ci-dessous 

res tan t integraleocnt "acgi^se a OWfi^ r- " ’ 

2.2. ALTUS fera son affaire de 2’obtention de toutes autorisstions 
statute! res et autres qui ppurraient 4tre necessaires a la realisation 
du transfert des Actions en sa faveur. ttant expresstment convenu 
qu ’ALTUS ne pourra en aucun ca s et pour quelque cause que ce soit 

opposer a OMNIUM le dtfaut d'obtention d’une quelconque de ces 

autorisations pour difftrer le paieoent du prix d'acquisition des 
Actions. 


2.3- ALTUS prendre a sa charge tous les frais, droits et taxes de tout* 
nature auxquels la presence prooesse et la cession eventuelle des 
Actions pourraient dormer lieu pour quelque cause que ce soit. 


Les droits et obligations des parties a la presence prooesse 
s “imposeront et bineficieront a tous leurs successeurs, cessionnaires et 
ayant-droits . 


AKTICLE 3 


La present? p rot » nonrra Atre 
1 ' acquisition pa r OMNIUM des Actions 
(neure de NAKiS ) , 


lev*e{ a tout cogen t ft coop ter 
t juscu'au 30 Noveobre ^ ip n^ur 



Durant ce otlai, ALTUS pourra exercer a tout oooent 2 ‘option lui ttent 
presenteoent consentie en informant OMNIUM de son intention par tout ooyen au 
choix de ALTUS. 


Pass* ce delai. et sauf nouvelle convention entre les parties. ALTUS ne 
pourra plus user de la feculte d’acheter qui lui est offeree. 

Pendant la duree de la presente prooesse. OMNIUM s’interdit de vendre tout ou 
partie des Actions.' sans 1* accord prtalable tcrit de ALTUS. 

ARTICLE *1 


Ert contrepartie de ^'o ption d*achat lui etant consentie par la presence 
prooesse de ve verse a OMNIUM ce jour one prine d'option d'un 
aor ^tant de U$f 750 . OOCM s ep t cent cinquante oille dollars XJ7S7)" 

Cette prioe d’option est et restera dtfinitiveoent et integraleoent acquise & 
OMNIUM en toutes circonstances, ce qui est expresseoent accept* par ALTUS. 

45HCLEJ5 if h $ >*• 4 y» ^ if 

La cession, si elle intervj-ent, sera effectuee sur la base d’une valeur 
globale de U.S. D. lS-^SO-OOQ- fouinie millions quaere cent cinquante aille 
dollars U.S.). eajorJ'e d un interit au teux de LIBOR -douze oois- ♦ 0.60 X 
l’an. capitalist annuelleoenc et dtcompte du jour des presentes jusqu'au jour 
de la. cession des Actions i ALTUS.. 

De ce oontant. sera deduite la prime d’option fixte i I’article *4 ci-dessus. 

Le oontant einsi calcule constituera le prix de cession des Actions. 
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Outre, ce prix de cession ainsi determine, ALTUS remboursera a OMNIUM tous 
iap6ts. taxes ou charges que OMNIUM aurait k zcquitter pendant la durAe du 
present engagement du fait ce sa qualite d'actionnaire de N.C.L.H.. et 
notamment tous iepdts et taxes que OMNIUM pourrait avoir a acquit ter aux 
Etats-Unis ainsi que le droit de timbre payable en SUISSE. 

Ce prix total de cession devrt Stre paye comptant A OMNIUM dans les huit 
jours suivants 2*obtention de 1'accord du Cosmissionner vise A 1* article 2.1. 
ci-dessus. contre remise d'un acce de transfert des Actions au profit de 
1'acquereur. Les Actions seront transferees avec jouissance courante. 


ARTICLE 6 

En cas de fusion par absorption de N.C.L.H. par une autre sociAtA. ou en cas 
d’autres modifications de structures pendant la durAe de validitA de la 
prAsente promesse. eette promesse sera reportAe sur les actions ou les parts 
de la sociAtA absorbante ou de la ou des societAs nouvelles, qui auraient etA 
remises A OMNIUM en Achange des Actions et ce. sans aucune modification du 
prix de cession convenu ci-dessus qui sera appliquA quelque soic 2e nombre et 
la valeur des titres alDrs detenus par OMNIUM. II en serai t de mAme en cas de 
transformation de N.C.L.H. en entitA de route autre forme. II sera fait 
Agalement applicatlon.de ce o*ae principe en cas de reduction de capital de 
N.C.L.H. quelque soit le nombre de titres done OMNIUM resterait propriAtaire. 

En cas d* augmentation de capital de N.C.L.H., par incorporation de rAserves. 
benAfiees ou prises d’emission et per emission d’actior-s nouvelles. pendant 
la duree de validitA de le prAsente process* , les actions qui auraient etA 
attribuees gratuiteoenc a OMNIUM au titre des Actions et qui en seraient. en 
consAquence, le prolongement et 1 'accessoire. s 1 ajouteraient i ces actions 
comae faisant pertle integrante de l'objet de la promesse et par consAquent, 
sans aucun supplAment au prix convenu ci-dessus. 

OMNIUM n’est pas tenu de suivre. e une augmentation de capital en nuoAraire, 
mais il s’interdit dans tous les cas, pendent toute la duree de validitA de 
la presente promesse,. de cAder les droits de souscription A une personne 
physique ou morale ’ autre que ALTUS. Au cas ou. a la date de transfert des 
Actions a ALTUS, OMNIUM disposerait de droits dAtaches des' Actions en cours 
de validi te, il devrait les reoettregratuitement a ALTUS. 

ARTICLE 7 

Pour 1 'execution des presences. les parties font Alection de domicile a 
l'adresse indiquee en en-tAte des presentes. 

Elies s'en gagent en outre a s 'informer reciproquement et sans delai de toute 
modification de ladite adresse. 

ARTICLE 8 


Les soussignAes s’interdisent expressem e nt de divulgu er les presente s A tous 
tiers, aux seules exceptions des Administrations et ATnorites en droit d'en 
obtenjr communication, leurs conseils, ou sauf en vue de contraindre 1 ’autre 
partie a executer ses engagements en raison de son refus de le faire. 


Horais 2 'exception visee ci-dessus. la partie qui aurait divulgvA ou. rendu 
necessaire cette divulgation en supportera seule 2'ensemble des consequences 
de toute nature qui pourrait en resulter. 


a ' 
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ARTICLE 9 

Les parties conviennent de s’efforcer de reglcr ft 1 'amiable tous les 
probl ernes qui pourraient survenir concemant I» present* promesse ou son 
application. 

Elies conviennent . ftgaleoent de souaettre a un tribu nal arbitral — tous les 
litiges sans exception qui ne serai ent vP»s rifles einsi et qui pourraient 
naitre de la validity, de 1 ’ interpretation ou de 1’exftcution de la prftsente 
prooesse. 

L’ envoi par la preaiftre partie de la notification, ou 1 'envoi par la deuxiftoe 
partie de la rftponse prevue en 2} ci-aprfts vaudra cooproais dans les termes 
de la presente clause. 

Le tribunal sera constituft de la fa?on suivante : 

1 ) La partie desirant recourir A l 1 arbitrage (la preoiftre partie) adresse ft 
1' autre partie {la deuxieoe partie) une notification par lettre 
recomaandfte avec accusfe de rftception, indiquant 1’objet du diffftrend et 
son dftsir de .recourir, soit ft un erbitre unique, soit ft trois arbitres 
et. dans ce efts, la preoiere partie indique le non de celui des arbitres 
qu'elle a choisi. 

2) La deuxieoe partie repond par lettre reconaandfte avec accusft de 

rftception. soit en acceptant le recours ft un arbitre unique proposft par 

la preaiftre partie. soit en indiquant le non de celui des trois arbitres 
qu'elle cboisit. 

3) Faute par la deuxieoe partie d’ avoir rftpondu quinze jours eprfts la date 

de la presentation de la lettre de la preaiftre partie. ou faute par les 

deux parties de s'Ctre entendues sur le noo d'un . arbitre unique dans les 
quiiize jours de 2a presentation de la lettre de la deuxieoe partie ou 
faute .par les;deux arbitres choisis de s'entendre dans les-.quime jours 
de leur designation sur le noo du troisieoe arbitre, la partie diligente 
pourra solliciter la designation de 1* arbitre unique', du deuxiftme ou 
troisieoe arbitre. selon le cas, par ordonnance de Monsieur le President 
du Tribunal de Cccoerce de PARIS statuant en rftfftrft. 

Le coopromis devra etre rftdigft et signft au plus tard dans le dftlai de trente 
jours de la designation du troisieoe arbitre ; ft dftfaut, il sera fait 
application des dispositions du Nouveau Code de Procedure Civile Franqads sur 
1 'Arbitrage. 

Le tribunal siegera ft PARIS et statuera. en prenier et dernier ressort, en 
amiable coopositeur sans fttre tenu d'observer les regies de droit franqais. 

II devra rendre sa decision dans un del as de trois oois suivant 
l'fttablisseoent du coopromis. Les arbitres pourront deoander aux parties 
telles prorogations qu'ils jugeront necessaires ou utiles sans que le total 
puisse dftpasser deux prorogations de deux oois chacune. 


Les arbitres devront repartir les fr’ais d’arbitrage (honoraires des arbitres. 
frais et honoraires des conseils des parties et freis d' expertise) entre les 
parties. 
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La partie qui par son refus d'execution contraindra 1* autre partie a 
poursuivre 1 ‘execution judiciaire de 2a sentence restera chargee de tous les 
frais, droits et honoraires auxquels 2a poursuite de cette execution aura 
donn* lieu. 


Fait * Paris 

Le 16 tfoveabre 2992 

En deux originaux 
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forward share transfer agreement 


BY AND BETWEEN: 

Omnium Geneve, S.A., 

a Swiss company with stated capital of 20,750,000 Swiss francs, 

having its principal office at 1 Place des Bergues, 1201 Geneva, Switzerland, 

represented by Mr. Herve Dubois, Chairman of the Board of Directors, 


hereafter referred to as “Omnium” 

PARTY OF THE FIRST PART, 


AND 

Altus Finance, a French corporation (societe anonyme) with stated capital of 4,408,109,300 
French francs, having its principal office at 34-36 Avenue de Friedland, 75008 Paris, registered 
with the Paris Trade and Company Registry under number B 722 049 871, 

represented by Mr. Yves Chassagne, Executive Vice President, who represents that he is duly 
authorized for the purpose hereof. 


hereafter referred to as “Altus” 

PARTY OF THE SECOND PART. 


EXHIBIT 

I V oW- 


Revised by Aspen Traduciion 


OG 000404 
SF# 603352 vl 


/§ 

a 




> EXHIBIT 

1 




250 


RECITALS: 


The firm New California Life Holdings Inc. (hereafter refereed to as “NCLH”) is a US holding 
company that was incorporated in order to wholly own the US company Aurora National Life 
Assurance Company (hereafter referred to as “Aurora”), which company is to participate in the 
takeover of Executive Life, a California insurance company in liquidation. 

Over the coming weeks, and by December 31, 1992 at the latest. Omnium must subscribe for 
150 (one hundred and fifty) NCLH shares with a par value of 100,000 (one hundred thousand) 
US dollars each (hereafter referred to as the "Shares"), representing 15% of NCLH capital on the 
date of acquisition. 

Moreover, Omnium has signed an NCLH Shareholders’ Agreement, authorizing the transfer of 
the Shares over a period of five years from the date of their acquisition. 

As Altus wishes to acquire some Shares, the parties have agreed to this forward sale. 


NOW. THEREFORE. IT IS AGREED AS FOLLOWS: 
ARTICLE 1-SALE 


1.1 Omnium hereby sells to Altus, which accepts, for the price and on the terms and conditions 
set forth below, all the Shares of NCLH it is obliged to acquire, namely 150 shares with a par 
value of 1 00,000 US dollars each, all fully paid up. 

The parties expressly agree that this forward sale is made subject to Omnium acquiring the 
Shares by December 31, 1992 at the latest. 

Should it fail to acquire the Shares by this date, irrespective of the reason for said failure, this 
agreement shall become null and void by operation of law, without either party being entitled to 
compensation. 

1.2 For the purpose of this sale, all of the Shares shall be transferred to Altus at the times and in 
the proportions set out below: 

a) At the end of a one-year period from the date of acquisition of the shares by Omnium, one 
indivisible lot corresponding to 5% of the Shares. 

b) At the end of a two-year period from the date of acquisition of the shares by Omnium, a 
second indivisible lot corresponding to 5% of the Shares. 

c) At the end of a three-year period from the date of acquisition of the shares by Omnium, one 
indivisible lot corresponding to 1 0% of the Shares. 
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[ . . . one or more pages are missing] 

Where applicable, all taxes, duties and expenses that Omnium may be required, to pay during the 
term of this agreement as a result of its status as a shareholder of NCLH, including all taxes and 
duties Omnium may be required to pay in the United States and the stamp duty payable in 
Switzerland, shall be added to the sale price and shall form an integral part thereof. 

3.2 In addition to this sale price, Altus shall pay Omnium interest equal to the 12-month Libor 
rate + 3.60% per annum on November 30, 1993, 1994, 1995, 1996 and 1997, which interest 
payments shall respectively correspond to the following periods: 

- from this day until November 30, 1993 

- from December 1, 1993 to November 30, 1994 

- from December 1, 1994 to November 30, 1995 

- from December 1, 1995 to November 30, 1996 

- from December 1, 1996 to November 30, 1997. 

Interest shall be calculated on the sale price fixed under 3.1 above, or 1 any outstanding portion of 
said price for Shares still held by Omnium during each of the aforementioned penods. 

All dividends net of withholding tax collected by Omnium on the Shares during the period under 
consideration, if any, shall be deducted from said amount to be paid to Omnium. 

In addition, if all the Shares have not been transferred to Altus by November 30, 1997, Altus 
shall pay Omnium the same interest, prorated for the period from December 1 , 1997 to the day 
the remainder of the Shares are transferred as provided in 1.2. e) above. It is agreed that said 
interest shall be calculated on the portion of the sale price of the Shares still outstanding. 

Finally, Altus shall pay Omnium on this day the sum of USD 750,000 (seven hundred and fifty 
thousand US dollars) as an advance on the interest owed for the period from this day to 
November 30, 1993. As a result, this advance shall be deducted from the amount of interest due 
for said period that Aitus will pay Omnium on December 15, 1993 2 . 

ARTICLE 4 - SUBSTITUTION AND PREMATURE TRANSFER 

If, as a result of any new regulation or decision issued by the US, European, French or Swiss 
authorities, Omnium is unable to keep the NCLH Shares or if, as a result of said regulation, the 
cost of keeping the Shares would be excessive for Omnium, it shall be entitled either to designate 
a third party to replace it, who must unreservedly ratify this agreement, or to ask Altus to 
immediately acquire or arrange for the acquisition of all the Shares held by Omnium at that time, 
in which case Altus undertakes to take ail necessary steps to promptly complete said transfer. 

The Shares held by Omnium at that time shall be transferred to Altus for the sale price fixed in 
Article 3.1, plus the interest fixed in Article 3.2 prorated over the current period. 

In any event, Altus shall immediately indemnify Omnium for any extra cost of keeping the 
Shares as described above. 
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ARTICLE 5 - LOSS OF VALUE OF NCLH SECURITIES 


Should the value of NCLH securities depreciate, irrespective of the reason therefor and including 
in the event of its bankruptcy or any other procedure resulting from the total or partial insolvency 
of NCLH or its subsidiaries, or in the event of a merger, split-up or partial contribution of assets. 
Alms shall not be entitled to raise any objection or claim any compensation in connection with 
the transfer of the Shares by Omnium. 

Aitus shall, in any event, still be required to perform this agreement in full. 

ARTICLE 6 - PENALTY CLAUSE 


Aitus irrevocably undertakes to pay Omnium, or any entity that replaces it for the purpose of 
acquiring or holding the Shares, the penalty fixed below as damages, in the event the transfer of 
title to the Shares and/or the payment of interest specified in 3.2 above is impossible, namely 
because of NCLH's insolvency, dissolution, bankruptcy or inability to pay its debts or due to a 
new regulation or decision issued by the US, European. French or Swiss authorities. 

The amount of the penalty shall be equal to the price of the Shares held by Omnium at that time, 
as indicated in 3.1 above, plus interest at the 12-month Libor rate + 3.60% per annum, from the 
date of Aitus’ last interest payment pursuant to 3.2 above until the date of payment of the penalty 
to Omnium. 

Said penalty shall be paid no later than fifteen calendar days after Aitus is unable to perform its 
aforementioned obligations. 

In the event Aitus pays this penalty to Omnium, the payment shall be made in US dollars. 
ARTICLE 7 


It is expressly agreed that Omnium shall be automatically considered to have fully performed its 
obligations under this agreement in all cases where the Shares have been transferred to Aitus or 
its substitute on. a date or dates prior to those specified herein. 

[Stamp in English: confidential pursuant to protective order] 

ARTICLE 8 


Aitus shall pay all the costs, duties and taxes of any kind that may be due for any reason 
whatsoever as a result of this agreement and the transfers of Shares. 

The rights and obligations of the parties under this agreement shall be binding on and shall inure 
to the benefit of all of their successors, transferees and beneficiaries. 

ARTICLE 9 


For the performance hereof, the parties elect domicile at the addresses first above written. 
Furthermore, they agree to inform one another immediately of any change, in said address. 
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ARTICLE 10 

The undersigned expressly undertake not to disclose this agreement to any third party, except for 
those Authorities entitled to be informed of it or their counsel, or other than in order to compel 
the other party to perform its undertakings if it has refused to do so. 

Save for the exceptions listed above, any party which discloses this agreement or makes 
disclosure necessary shall bear all the consequences of said disclosure, of any kind whatsoever. 


ARTICLE 11 


The parties ag e to endeavor to find an amicable solution to any problem that may arise in 
connection with this Agreement or its performance. 

They also agree to refer to an arbitral tribunal any dispute whatsoever that cannot be amicably 
settled, and that may arise in connection with the validity, construction or performance of this 
agreement. 

The sending of the notice by the first party or of the response by the second party referred to 
under point two below shall be deemed to constitute an arbitration agreement, in accordance with 
this article. 

The Tribunal shall be formed in the following manner: 

1. The party wishing to refer a matter to arbitration (the first party) shall give the other party (the 
second party) notice, by registered mail, return receipt requested, stating the subject matter of 
the dispute and its wish to refer the matter to a sole arbitrator or to a panel of three arbitrators, 
in which care the fit : party shall disclose the identity of the arbitrator it has appointed; 

2. the seconi party sha I reply in a letter sent by registered mail, return receipt requested, either 
agreeing to the first party's proposal to refer the matter to a sole arbitrator or disclosing the 
identity of the second arbitrator it has appointed; 

3. should the second party fail to reply within fifteen days of the date on which the first party’s 
letter is tendered for delivery, or should the parties be unable to agree on the identity of a sole 
arbitrator within fifteen days of the date on which the second party’s lener is tendered for 
delivery, or should the two appointed arbitrators fail to agree on the identity of the third 
arbitrator within fifteen days of their appointment, the first party to act may request the 
appointment of a sole arbitrator, or the second or third arbitrator, as the case may be, by 
means of an order m? le by the Chief Judge of the Paris Commercial Court ( Tribunal de 
Commerce), ruling in < mergent proceedings. 

The arbitration agreement shall be drafted and signed no later than thirty days after the 
appointment of the third arbitrator. Failing this, the provisions of the New Code of Civil 
Procedure ( Nouveau Code de Procedure Civile) on arbitration shall apply. 
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The arbitrators shall make an award within three months of the date of the arbitration agreement. 
The arbitrators may ask the parties to extend this deadline should they consider this necessary or 
appropriate, provided however that the proceedings shall not be extended for more than two 
additional two-month periods. 

The arbitrators shall allocate the arbitration costs (arbitrators' fees, expenses and fees of the 
parties’ counsel and costs of expert opinions) between the parties as they see fit. 

Any party who obliges the other party to seek enforcement of the arbitral award because of its 
refusal to abide by the award shall pay all taxes, duties and fees that may be incurred in 
connection with said enforcement. 


Executed in Paris 
on November 16, 1992 
in two original counterparts 


Omnium Altus 

(signature) (signature) 
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Translator’s Notes 


1 French is unclear - one or more words appear to be missing. 

1 November 30, 1993 is indicated as the payment date two paragraphs earlier 
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pa c o enmotion npnua, tl aat enooenu ta'OdCTW *«r* da plain droit rdemta# 
rwlr pl a ino aa n t aadcotd laa obUtation# Id incoafcant ana t ar o a a daa 
p r datn t aa dana tout laa eat od laa Action* aural ant dt* txenafAidaa A ALTOS 
m ana rub# Lieu* d an* on da* data* aaUrlicna S calls* twanoa* am 

pedaantaa. 

C n lWa w W P w a aa r o 

j«nait f ia n rd 1 1 On* 

ALTOS prandr* A aa chart* toua laa fTala. droit* at tax** da tout* oatur* 
atuala las prdaantaa at lot traeafarea daa Action# pourront doonar Hat, 
poor sna l n i a cauaa an* oa aolt. 

Laa droit* at ohllfatLaoa daa parti** bus prdaaotaa a'lapoaaroot at 
Mndflelaront A taut laun aucc aaaaura, eaaaion&Alra# at ajraot-drolt*. 


anajLs 

poor 1'asdcutlon daa prdaantaa. laa parti*# foot Alactloa da dn a ltrlla A 
X'adraaaa lodlquA* an to -M l* daa prdaantaa. 


Ola* »’*&t*t*at an outre A a'lnforaar rdcipro<fu#**nt at aana 
aodlflcatlon da ladlta air****. 


00 000*07 


ddlal da tout* 

t e ,. 
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MS3JUA 

1 am aouaai*o*«s a’tatardiaact a^ntMMit da di» ulcuar 2 m prtaaetM i taa 
tiara, u Mulaa metp ttasa tea AteiaiatratLcna at Au tort taa an droit <Taa 
obtanlr eouauticatioa, laura mnaaila ou tmJ aa rut te contralndra 1‘autra 
parti a t aadcutar aaa apip ar u at ralaoa te aoa rai'aa te la Tain. 

BoraU l'aacaptiao ilate ci-tearja, la partia oui aurait diTuljud au rante 
teeaaaalra eatta dlnl patina ae a^portara aaula 1'a rn aa M a tea ecnaduuancM 
te touta natura au i poumit aa rdaultar. 


Amain 

Lao portlaa eoBrlaccaet te a 'afferent te rdclar A 1'aad L a b l a toua 1 m 
j i ohlte it «ul pourraiact aurvanir eooearcant la prte a ot Control ea aaa 
application. 

mi— ceariaoBaot dpalaaant te aouMttra i on tribunal arbitral toua lao 
litlfaa a ana arcaptiao pal no aaniant pm rtflte alonl at rti pourrilani 
oaltra te la rmlidltd, te l'LatarprtUUcn oo te l'aadcstlnn te prtnant 
■ coo rd. 

L' acral par la prani*r» partia te la notification, ou 1'iaral par la itwrrttea 
partia te la rapimaa prdrua an 2) a-«pr*B raudra coapronla dana 1m taraaa 
te la p rtea o ta clauaa. 

la tribunal aara cnoatltad te la facoo rairaatt ) 

1) La partia tea Irani racourlr A l'arbltmp* (la praal*ra partia) adraaaa A 
1'aatra partia (la daidte partia) vna noUflcatloa par lattra 
fact— anted «r*c acruad te rdeapticn. lndlcuaat l'objat do difffcrand at 
■on dtelr da racourlr, aolt t aa arbitra wluua, aoit t troll arbitral 
at. dana ea cm. la praaldr* partia Indiana la m te ealal tea arbltTM 
an' alia a rtarlal. 

2) La tain lai partia rdpood pur lattra racoaa ante# me tccuad te 
rdoaptloa. aolt M accapunt la raooura A ua arbitra uolijun propond par 
la praaltra partia, aolt an lndltuant la oca te calul tea troU arbltTM 
pi 'alia cbolalt. 

J) raata pte la davddM partia d’aroir rdpoodu *uinaa Joura aprte la data 
da la pcteactntloa da la lattra te la pranldru partia su farta par 1 m 
done parti M da a'dtra antaoduM aur la aoa d'ua arbitra unl«oa dana 1 m 
falccM joura da la prdaantatlon te la lattra te U da url da a partia m 
fanta pur 1 m teux arbltrua ebolala da a'tntandra daoa 1 m oulnaa )«n 
da laur dtel*natloa aur U aoa te trolaldM arbitra, la partia dUlpMta 
pourra anUldtar la d*al«natioo da f arbitra tnlaua. te te eal dM ou 
trolaldM arbitra. talon la cm, par ordeonaaea te fcnalaur la ftteldant 
te Tribxml da C om a r ea te f AAU atatuarst an rdfdrb. 

La ecaprcalA term »tra rddlfd at tl|S* au plot tard dana la ddlal da traata 
Joura da la d dal g na tlon te trolaldM arbitra i A tefajt, 11 aura ralt 
application tea dlapoalUcea te Kouvaaa Cote da Procdtera Clrtla aur 
l’Arbi tract. 

OOOOC-O. 
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II <Jrrrm rmdrm m dAclslos dsns m 6i 1*1 6a milt acla avl-rmt 
nuhlliHMt to ct^r osU. La* axtitru dMimltr war partim 

ttlUt pnxrofmtloct fo'ilt Jofsroot oAc—ttir— on u tilts mm la U»%al 
puUM d l p ti w r <5ma prorogation* 6a dsu* nil eUoks. 

U« trfeltrss tfrrraDt rftpsrtir Us frail <5’trtitrvn (baoorslrM 4 m trbitrss. 
frsit st boocrslrs* das coomIIa 6am partita at frtlt d’wqssrtlts) «ntr* Us 
partlma* 


La parti* qut per tot rtfus d’tzdojtiat cootrilMr* 1'autrs parts* i 
poursuiTTS I’«x*cutioB judlcitlrs 6a la aaataosa rasters c&er-g-** 6a tout Us 
frmlt, droits st hcBortirss tusqusl* U fownmlts do catta sxAeytiae curt 
dappft 11 s o* 


Ftit ft hrit 
U !< Jkrwambra l$$2 
Bt ftsets orlUxisux 


a*cn* 233 



OG 000409 
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CREDIT LY0NNAI8 

Puts. April 19, 1991 


LI **tS»Of*T 


The Honorable John Oaramendl 
insurance Commluion«r 
Scot# of California 
D*pt. of Insurance 
770 L Street, Suita 1120 
SACRAMENTO, California 95AM 
USA 


IFH/FQ/SS3 


3*ar Mr. Coawntasioner, 

TWa U In reference to certain proposed tr ana a cl tom between 

Executive Lift Insurance Company of California (TUC7) and an Investor group 
composed of Altua Finance and other substantial Institutional inveetors (the ‘Investor 
Group'), involving the purchaee of certain aaseic and the restructuring of certain 
liablifUee of £UC and certain subsidiaries. We undemand that the details of these 
transactions, Including condition* to their consummation, will be sec forth In * 
definitive ag rc cms n t to be completed within the near future. 

W* undemand that thaso transactions, If consummated. will require * 
cash equity Inveetmem of three hundred million dollar*. PltUe be advised that we are 
holding for the account of the inveetor Group, or will make available for ita account, 
fund* In th# amount* referred to above, upon our receipt of notice from the inveetor 
Group that inch amounts are required under tha terms of tha definitive document* 
currently being negotiated. 

W# further undemand that significant additional fund* m*y be required 
for the purchase of tubaiantial portion* of th* assets of EUC and its subsidiaries. 
Pleas* be advised that we are holding for the aeoount of the Inveetor Group, or will 
make available for It* account, such additional funds as may be required to 
consummate th* additional transactions being dtaousaed as toon a* agreement fa 
reached. 

The foregoing assurance* are premised and subject to th* assumption that 
definitive documentation will ba executed by may 19, J99J and that contemplated 
transactions will be consummated within 90 day* thereafter. 


Sincerely yours. 

J.T. HA8EREK 
Chairman of the board 


TCTTRL PflGE.03 ** 
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CREDIT LYONNAIS 


Pirtt. May «. 199! 


The Honorable John Garamendl 
Insurance Commissioner 
State of California 
Dept, of Insurance 
770 L Street. Suite 1 120 
SACRAMENTO. California 95814 
USA 


JFH/FG/393 


pH : Kirjsnetng/Letter of Credit 
Deer Mr. Commissioner, 


This letter Is in reforence to the propose! to rehabilitate Executive Life 
Insurance Compsny of California CK14CT) on behslf of »n investor (roup composed of 
Altus Finance and other substantial Institutional Investors (the ‘investor Group")- We 
understand that such rehabilitation would Involve the purchase of certain assets and 
the restructuring of eertsin liabilities of EUC. as well as the Infusion T>f substantial' 
equity capital Into the rehabilitated entity. We also understand that the parties will 
enter into discussions regarding th« proposed transaction but that the parties will have 
no obligation to each other unless and until a defintlvc agreement is executed by the 
parties, including your ofTtcc and the Investor Group 

This Utter will confirm that subject to the conditions set forth herein, we 
have committed to provide financing or a letter of credit In the amount of 3 billion (X 
US) to the Investor Group to fund amounts that may be payable by the Investor Group 
under the defmUve agreement. Any such financing or letter of credit may be provided 
by or through Credit Lyonnais U.S. and may involve the participation of crtdlt 
Lyonnais. 


The above*d escribed commitment is tubjcct to the execution of a defintlvc 
agreement, and the negotiation and execution of an agreement concerning the terms of 
such financing or letter of credit, which terms must be mutually agreed to by the 
parties, including the Investor Group and Credit Lyonnais, in their sole discretion. 

This letter will expire on June 21. 1991, unless otherwise extended. 


Sincerely yours. 



J.Y. 11AOERER 
Chairman of the Board 


IM . !CjV> 1 I'.m . li« 


13 
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irra"vt*u x*«vv tu-ro s, XV 

tint W 



JomnO\kam»«. 


OepembarSO, 1392 


Ur. Joan Franco^ Hanin 
Alan Finance 
34 Avenue da Prtedland 
Part* 7500* Franc* 

0av Joan Francois: 

As you know thorn has bssn a stay issued by tha Calltornia Court of Appeals wfjoh 
currant!/ prevents lho dosing on December 31, 1932 by Mow Cal loro la’s cubilda/y. 
Aurora Notional Ilf* of H* acxiuWaon of sobetanitoly si of the mate and llabffilee o! 
Executive Ufa Insurance Company. I am Stic hopeful that ws *8 bo able to prevail In 
court and oonaummole the tranenction sarty In 10*3- 

I would like to express my thanks to you personalty {Or all your offorts In communicating 
with tin Investor group. I do undentand how cBttouh 3 has been to hold the Investor 
croup to««ther end explain what bhappeninj In Catfomla. I know that the Onhed States 
knfcial syslam may seem mystifying to you. I would also like to axpraac my appreciation 
far eH tha time and effort expondod by you end your advisors in attempting to tiosa tha 
transaction this year. 

My ehtal deputy, Richard Baum has bam In cantarf with your advisors rag an**) n grant 
by Hew Cagfomja'a Investors of an extension of the Purchase agreement Um4 March 31, 
1W3. Since we h*re come so far and I am »Sil opUmlstio Iti dosing the iramacfkm In 
earty 1633, f would aak lor your Induleencd In amending the aaraomant through 
March 31, 19*3.,* a 

JOHN OARAMENDI 
bwtranoa Comndsribner 

JOflC 


roaxYrtva imsuoNT xrarjrc twxKrwrtuao fuooa 
tt^fUMarn ai>K4Nums( 

mor** (4U) PDCCMS VAGVhdtLt: (415) SO MB* 


LA/AA 00D76B 
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Exf. HOnSOM 


CREDIT LYONNAIS 


NOVemhr* 11, 1991 


is pmsiaent 


hew cAiiroBNin un xohaiva, me, 
c/a kokcax, Lewrs i adenitis 

20 U 0 On« x«g»n Square 
PMIIAtiKI-PBIA, PA 111103-6393 


Attention a Mr. Jean IRKU3IN 


Centlemen, 

Reference la hereby made to that Amended and Re»t«ted 
Agreement at Pyrqhuto and Sale In connection vltb the 
Rehabilitation of Executive life Insurance Company mada «s of 
August 7, 1991 among you, John Garamondl, *■ Insurance 

commlealouer of The State of California and statutory 
conservator of Executive Life Insurance company (tho 
'•conservator"), ana »WUS ftRXWCS ["AJtua*) {the "Agruracnc 1 ') . 
pursuant to which you aqrot, r.ubjcot to oortain term* and 
conditions, to cauoa the Mexico Capital Infusion Amount to b* 
contributed and paid Into Mdvco on or before tbo Closing bate. 
Unless othorvioe da fined in this letter, all capital lead terns 
appearing in thin latter ihall have the euje weaning as the 
meaning given to them in the Agreement. 

Subject to the conditions, set forth in the next paragraph, 
ve hereby guarantee the financial uerformanoo toy you Of your 
obligation to cause the Heyco capital Infusion Amount of up 
5303,000,000 to be contributed and paid into Newcp. 

fha foregoing querent#* under this letter is conditioned 
Upon your written certification ta u* that i 

1 , after reasonable effort you do not have available 
funds Buffloient to satisfy your obligation described 
in the first paragraph,' and 

5. ell conditions under the Agreement to your 
performance of such obligation have been netlsfled. 

If our guarantee ia called Upon, ve shell be fully 
discharged of our obligation* hereunder, and ve ahall not be 
obligeted thereafter to PA Vs further payment under this 
letter, 

, Thle guarantee shall expire on tht earliest oj (a) the dey 
after le closing Bate. (bj the termination of tho Agreement, 
or (c) Kerch 31, 1997, 


|« W>ui*v»fsJ ft* lUnf.* • >.iC05 fh'i* -T«:ih «| PS 7V90 



IA/AA 000680 
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T^OUSO* 


Th« covenants ini ttto asreaocptt contained In this latter 
are for '-/oar benefit, and they ehall not bo construed »e 
conferring any rights on r.riy other persons. 

If the foregoing pcoueatsly reflects our understanding, 
please sign the enclosed copy of this letter end return it to 
the under* igned. 


C(t£Dlf t.toHNAXS 

Its t J.Y* fUBERER, 


LAJaa 0006 Q I 
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LION ADVISORS, L.P. 

1999 Avtmie of the Stars, Suite 1050 
Los Angeles, California 90067 
(2U) 286-34S5 


April 20, 1992 


Eric Jlorodas, Esq. 

Rubinstein & Ferry 
222 Kearny, Suite 900 
San Francisco, CA 94108 

Dear Eric: 

Attached is a copy of the extension of the performance guarantee letter from Credit 
Lyonnais. 

Sincerely, 

vVA VP 

Iitie B. Siegel 


EBS/js 

Enclosure 

ec: Mr. Richard Baum 
John P. Hanigan, Esq. 
Richard J. Maire, Jr.. Esq. 


FAX Numbers; (21.5) 286-3433 or 286-3434 


LAJAA 001811 
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=*-23-1932 16=26 PROI . P - gf*-I FW*CIS» TO C-UTHSfiTJCN F. 03*53 

Rubinstein 6 Perry, Ur 


magaaMtaai 


trot 

FROM! 

»*«S 

MBS 


PiBtriDution 


Kric D, Horoda*, P.C. 

April 22, 1992 

Extension o £ credit; Dyonnaie Guarantee 


Attached Derate io a letter dated April 14 < 1952 fro* 
*=Le Preaidant" of credit I.yahnnia extending tha expiration of 
thair $300an Guaranty to llevi California Life Hold Inge, me. to 
June 30, 1992. 


oxsmiirasCTii 

Richard D. Baum 

Karl X,. Rubinstein, F.c. 
Chris Maiaal, P.C. 

Dana Carll Brooke, P.C, 
Charlia Bronltoky, P.C. 
Ofotf Karlin, P.c. 

Alan Syndar 
Danny Horrieen 
Elisabeth Biaett 


CLDW000504U 
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W-22-19 3Z t6i26 FHCM . P - SfiN PHfWrlSCH TO C-UTlGflTlCN P.0i-«3 


CREDIT LYONNAIS 


i« ppIsiocnt 

April I*. 1993 


HEW CIUPOMMIA Lira HOLDmo, IHC. 
0/0 JWIIGJUI, ums & BOOOT3 
2000 On* lagan square 
SHII^DttJHTA. PA ^10^-4003 
U.S.A, 


Attention j Mr. ieah IKICOIN 


cant* lam , 


Reference Ib Made to our latter fcn you dated Kovrobut it, 1991 
pursuant to which va agreed to gwantse your financial 
perf onunca of certain obligation* (tha "Guarantee" } . 

fhie will confirm our agreement, to extend tha 
Guarantee by changing the reference In clause (o) Of tha 
description of tha expiration data free "March 31, 1993" to 

"June 30, 1992" . Except for thi* change, all oth®t provisions 
at tha cuerantee shall rasa* In in offset until the expiration 
of the Cuerantee. 


CREDIT trOWKAIC 

It* ! J.Y. KASKMSM 


CLOW000S041! 
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U;l« tSl *1* »«» 40o4 PEWT 


aoai/ouj 


B Hbiasicin.^etxy^jxg 

« tto^ t n • f T - t n w 



t'.nwiiaat-ifrMi 





(*UM ft«»-a)ao 
VmtU\W\ 

February 11, 1993 


VI. Fudmllc Tnuurrrininn 

Eric Sired 
Apollo ArMeon. I_P. 

1999 Avenue at ibe Star. 
Suite 1900 

I jn Ae^elct, CA 90067 


Dear Eric: 

In caatiectiaa with your istur elated January 12 , 2993 to Rldt Baum regarding fli« 
Credit lyonunii eatension, pi cut vend the original letter lo Rubfautein A Potty, LLP, 
222 Kearny Street 9 th Floor, S« FrancilM, CA 9410 ( 1 , to my mention. 


Very truly yrturt 

Erie DaiorttUt, PC 

ante 

cc Richard Baum 


LAMA 000597 
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February 11. 1993 


Rubinstein & Penry, LLP 
222 Kearny Street 
9th Floor 

San Francisco, CA 94108 
Attention: Erie O. Horodas 

Dear Eric: 

Ponuant to your instruction I enclose herewith the original executed guarantee euemioo 

letter. 

Sinoeraly. 

Eric B. Siegel 


ca. Richard iBaura 


I4J72W- 



LAMA 000570 
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CREDIT LYONNAIS 


LE PRESIDENT 


January 5, 1993 


.NSW CALIFORNIA LIFE HOLDING , 
c/o MORGAN, LEWIS & BOCKIUS 
2000 one Logan Square 


U.S»A. 


INC. 


Attention : Mr. Joan IRIGOIN 


Gentlemen, 


Reference is made to our letter to you dated November 11, 1991 
pursuant to which va agreed to guarantee your financial 
performance of certain obligations (the "Guarantee") . 

This will confirm our agreement to extend the 
Guarantee by changing the reference in clause (c) of the 
description of the expiration date from "March 31, 1992** to 
" February 2B, 1993". Except for this change, all other 
provisions of the Guarantor shall remain in effect until the 
expiration of the Guarantee. 


CREDIT LYONNAIS 


By : 

Its : J.Y. HABERER 


19 tjouiovard d«4 tUlron* - Puns ill *2 95 70 00 


UVAA OOOS71 
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January 4, 1993 

Mr. Richard D. Baum 

Chief Deputy Insurance Commissione- 

Cailfornla Department of insurance 

45 Fremont Street, 23rd Floor 

San Francisco, California 94105 

Dear Rick: 

I Just wanted to tell you how glad I anrj that we were aofo to vyoilc out the extension of the 
EtiC/Aurom transaction and to apologise tor any misunderstanding or inconvenience caused by 
any delays In getting the process finished. While I believe the issues we woyldhdve liked to 
addresa, especially the moratorium period, «re reasonable end appropriate, unfortunately due ip 
the holidays, travel, trio, there was not sufficient time to address all these issues In an 
appropriate manner, 

As part of the extension, as we have discussed. I will after the holidays fallow up wilh Fan's 
regarding expediting the extension of the Credit Lyonnais guaranty letter. I will forward this to 
you orice | have re curved it. Also, after the holidays, we will be reviewing the status of the 
Investor group. As we have discussed several changes are likely to occur because of the 
extension beyond December 31, 1992 neojsssiteied by the appellate court. Once we have 
worked through this process, I will discus* with yap further how best to begin the approval 
processes fof the substitute Investors we have discussed. 

Tha agenda I see for going forward pending an appellate decision IS, first, to CDritoiua to Work 
with you, Art and Alan w flush out the potential frir a settlement which would allow ms to closo 
and begin to pay benefits to pollcyhaWersupctef the plan sooner end with greater" certainty. Alan 
appears to have come up whh a plan, which if It wprfcs for NOLHGA would be a good place to 
start 4ny settlement negotiation*. We Should discus* this further next week. Second, we should 
collectively review and plan for the iikeiy/pq&«bte outcomes of an appellate decision. This will 
prepare us to move quickly if any modifications are required by such appellate decision and 
allow us to move to a dosing as rapidly as possible. | would also flke to work with you to discuss 
with Art, at the appropriate time, extending unfit March 31. 1992 as well as ihe moratorium 
period. We still believe this is the right perk*.' for now. 

I wish a happy and healthy new year to you and your family. Hopefully itifs will be the year of the 
Aurora dosing and toe end of the long process you have undertaken to restructure El JG for tha 
benefit of the policyholders and the beginning of a stable future for policyholders. 

Sincerely, 

Craig M. Cogut 


CMC;wt 


l«« tviMtt) <*» Tit i f r«kt 
$V»H l»<*0 
to* Ansuk 

cmioivi, 4oo«7 LA/AA 000769 

3!*.zoi.«jee 
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